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A report on the Guaranteed Student Lean Amendments 
(H.a. 14070) to Tirle IV cf the Higher Education Act of 1965 
considers the problems behind and implications of the loan program. 
Chief among the problems are the default rate, access to loans, the 
schools as lenders, and the role of the states in administering t^e 
program. Changes recommended include encouraging the states to 
establish loan agencies, limitations on the lending capacities of the 
schools, loan limits, interest benefit eligibility changes, default 
prevention measures, improved data collection, restrictions on 
setting the special allowance rates, and prevention of discharge of 
lean responsibility through student bankruptcy. A cost estimate is 
provided, as are the legislation text, explanations of the text, and 
opinions of individual legislators. (MSB) 
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Mr. Perkins, from the Committee on Education and Labor, 
submitted the following 

REPORT 

together with 

INDIVIDUAL, ADDITIONAL, AND DISSENTING VIEWS 

[Including cost estimate and comparison of the Congressional Budget Office] 
[To accompany H.R. 14070] 

The Committee on Education and Labor, to whom was referred the 
bill (H.K. 14070) to extend and amend part B of title IV of the Higher 
Education Act of 1965, and for other purposes, having considered the 
same, report favorably thereon with an amendment and recommend 
that the bill as amended do pass. 

The amendment strikes out everything after the enacting clause and 
inserts in lieu thereof the matter printed in italic type in the reported 
bill. 

Hearings akd Cojimittee Action- 

During the 93rd Coni^ress, the Special Subcommittee on Educa- 
tion held twelve days of hearings solely on loan programs. During the 
94th Congress, most of the witnesses who appeared during the twelve 
further days of hearings on H.R. 3471, a bill to amend the entire stu- 
dent assistance program, testified with regard to the loan program. 

The Subcommittee on Postsecondary Education, as it is now called, 
met on April 7, 1076, to discuss the proposals which had surfaced with 
regard to the Guaranteed Student Loan Program. Following consid- 
erable further discussion among Subcommittee Members, the Full 
Committee on June 2, 1976, in open legislative session, called up H.R. 
14070 and adopted an amendment to that bill in the nature of a sub- 
stitute. H.R. 14070, as amended, was approved by a voice vote. This re- 
port addresses itself to the text of that substitute amendment. 

BackorottnT) of tiie Legislation 

The Guaranteed Student Loan Program is at one and the Same time 
the most complex, the most controversial and the most comprehensive 



9 

of the programs operating under the Higher Education Act- Although 
there are other HEA proCTams which,' given full funding, would 
involve higher Federal outlays, there are none which generate more 
revenues for postsecondary education. And this program is certainly, 
the most widely discussed and frequently exanuned of all the pro- 
grams under the Act — ^though not necessarily the best understood. 

The controversies involved give rise to a large number of "simple 
solutions" to the program's problems. Its complexity and the number 
of differing interests involved assures that the number of simple 
solutions far exceeds the number of individuals and organizations who 
understand how tJie program functions. And the natural tendency of 
individuals and organizations to look at programs from the point 
of view of their own interests gives rise to an understandable confusion 
as to what the pVoblenxs are, and how they can best be met 

The Committee has sought, in the midst of numerous and conflicting 
recommendations, to develop a student loan program which will be 
in the interests of students. Lenders, schools, government agencies, all 
have legitimate interests and they have each made substantial con- 
tributions to the operation of this program. But, as with the earlier 
legislation this Committee reported to 3ie House to amend the rest of 
the Higher Education Act, the focus of this bill is on serving the 
student, as a student, and on serving the larger society of which the 
student forms a significant segment. The development of this legisla- 
tion can only be understood in that context. 

There are those who simply look upon student loans as another form 
of student assistance, and who believe it to be in the interest of stu- 
dents to make more and larger loans available on the easiest terms and 
conditions manageable. From this point of view, clearly, the question 
is how to increase the amount of loan capital available, and how to 
remove barriers to the making of loans to students. 

At the other extreme, there are those who believe that student "as- 
sistance" and student loans are at least mutually exclusive, if not down- 
right contradictory terms; that to put the financing of higher educa- 
tion primarily on a basis of student credit is to capitulate wholly to 
the "full-cost pricing" theory strongly touted by some economists, and 
widely condemned bjr students. From the point of view of those who 
believe that student indebtedness and student assistance are not the 
same thing, the answer is to reduce the nimiber of lenders, culling out 
those who have a direct and immediate monetary interest in persuad- 
ing more students to go deeper in debt, and to help students who are 
in the debt cycle out of it as quickly as possible. To those who share 
this point of view, the student is the victim, not the beneficiary, of stu- 
dent loan programs. 

Your Committee has accepted neither point of view fully. 

The bill which this report recommends to the House is based on 
the proposition that a loan program is not an unmixed blessing, nor 
an entirely unmitigated evil. The likelihood that ffrant and work pro- 
grams wi 11 be expanded, and fully replace the dollars generated by 
tliis program is^t least in the, foreseeable future, a minimal one. The 
possibimies of Wderal and state institlliiidnal a»irtance mfli^ibg pos- 
sible the kind of universal low-tuition program that would remove the 
need for a "Learn now, and pay later" plan are also not on the nation's 
immediate agenda. 



In today's fiscal and educational policy circumstances, then, loksB 
are needed. Our task is to so improve the structure of the existing 
progrron so as to maximize its service to students and minimize the 
possibdity of abuse — abuse by schools, abuse by lenders, and abuse by 
or of students. 

The bill seeks to meet each of these objectives in varying ways. But 
before the report describes the solutions, it may be useful to outUne tJie 
existing program, so that the problems and solutions may be perceived 
in their proper context. 

The Guaranteed Student lioan Program is, in reality two programs. 
In 26 states, there has been created a State a^ncy which serves to 
g;uarantee lenders against losses th&y may suffer in n^fikiTig educational 
loans. In these "agency states", the Federal govenunent's role is largely 
that of re-insuring the losses of the state agencies. On loans properly 
made, and conforming to the terms and conditions set forth in the law, 
the states are required to insure the lender for 80 percent of h^ losses 
(though virtually all of the States do insure up to 100 percent of those 
losses), and the Office of Education pays the State agency 80 percent 
of its payments to lenders. 

In Qie remaining States, there are no state agencies, and the Office 
of Education serves lenders therein as a direct guarantee agency. In 
all of these FISL (Federal Insured Student Loan) states, as in most 
of the acency States, the lender enioys a 100 percent guarantee. 

In addition to serving in lieu of the state agency m the "Federal 
states^', the Office of Education can also serve as a direct guarantor 
even in "agency States" in situations where the lender cannot obtain 
a state guarantee (this mostly involves schools as lenders), or where a 
lender, who serves students from a number of states, cannot get sub- 
stantially all of his loans guaranteed by a single guarantee agency. 

Loans under the program are of two kinds — those with interest 
subsidy (the vast majority), and those without. Loans to student bor- 
rowers who are from families with adjusted family incomes below 
$15,000 and who are borrowing no more than $2,000, are automatically 
eligible for the payment of in-school interest by the Office of Educa- 
tion. Students from families with larger incomes, or who are borrow- 
ing larger sums are not automatically eli^ble, but their eligibility 
can be established by the use of need analysis systems of the sort used 
to establish eligibility under student grant and work programs. 

All loans, "subsidized" or "non-subsidized" are eligmle to have paid 
to the lender by the Commissioner, a special allowance established 
each quarter by the Secretary of HEW, not to exceed 3 percent This 
special allowance is paid on every loan, regardless of the borrower's 
family circumstances, and is paid for the life of the loan. 

The interest rate on the loan— paid by the Commissioner during the 
in-school period and for nine months thereafter in the case of a "sub- 
sidized" loan, and paid by the student in the case of a "non-subsidized" 
loan— is limited by law to 7 percent 

The^ Act sets an upper limit of $2,500 per year on any guaranteed 
\SSSk WSr t^^ aggregate ceilin|^f $7,500 for any underglldnate stu- 
qpi; afwfah aggregate levil 4fllO,000 for a graduate or professional 
student The states are permitted, and some exercise their option, to 
set lower loan ceilings^— commonly for freshmen or sophomores, less 
frequently for upper division students. However, the Federal law does 
require a State to agree to guarantee at least an annual loan of $1,000. 
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The Probixms 

I, The Default Rate.— ThQ rate by which students find themselves 
unable to repay guaranteed loans has increased in recent years, and 
some investigations have ^ven rise to fears that the rate may increase 
significantly bevond what it has already reached. Tl\e Committee is 
not prepared to give full credence to all of the horror stories about 
the program. In lact, the default mte in the progi-am varies from 18 
percent in the FISL segment to an average of 7 percent among the 
state agencies, Without capitulating to the feai*s of iinmiuont disaster, 
the fact is that these rates are already higher than they need to be. 

The fact that the rate in the FISL program is twice ^vhat it is in 
the State agency program is not an accident. To some extent, the 
different default rates reflect FISL's willingness to guarantee loans 
by lenders— largely school lenders^whose wish to use the program 
to i-eciniit students overcame any care and diligence with which they 
might otherwise have examined the question of whether or not a loan 
to a particular student was a life raft or a millstone. ^ v • j 

A second factor in the differential default rate lies in the limited 
ability of the FISL program to provide lenders with the kind of 
pre-claim assistance that state agencies can provide — ^not because 
State employees are any more competent or dedicated than Federal 
employees, but simply because the job facing any single State agency 
is smaller, and hence more manageable than the job facing FISL m 
dealing with half of the nation ! 

There are other factors which enter into in the default rate problem, 
however. Testimony before the Subcommittee, during each of its 
several hearings on the loan programs, emphasized that, as one expert 
suggested, a loan is collected or allowed to go into default, on the day 
it is made. If a student clearly understands that he is entering into a 
debt, that the act of lending him money is a pure business transaction, 
from which the lender expects interest income and repayment that 
student is far less likely to go into default, than if he believes that 
the loan is simply a subsidy much like his grant and work assistance. 

The misconception is more likely to occur when the lender is 
the school, or has delegated much of its lending function to the school. 
In cases where a student leaves the schools before completing his edu- 
cation, or leaves it disgruntled about the quality of that education — 
and certainly in those scandalous cases where the "school" simply goes 
out of existence after having gotten the student into debt — the student 
is very apt to wonder what he is paying for when he is asked to begin 
repayment. It is because of situations Tike that that one observer has 
commented that "educational loans for most students are like cholera 
for medical students — an interesting educational device, but hardly to 
be confused with assistance.'' 

Evidence brought before the Committee also suggests that loans 
made in the 5?tudent's first year are more likely to go into default than 
loans made furt'?*^^ on in the student's career, when th<* has 
adjusted to a |ibatdecondary educational environment, knows what can 
be expected in the way of employment after graduation, and is rea- 
sonably committed to pursuing both his education and his prospective 
career. 

The default problem is in some cases, as in any other form of credit 
transaction, a case of the individual borrower's inability or unwilling- 



ness to pay. But in a very large portion of the cases, it reflects an im- 
perfect understanding of the nature of the loan — sometimes attribut- 
able to the naivete or tue bo* vower, sometimes attributaOJe to tiie casual 
manner in which the loan is treated by thb school, sometimes to both. 

II. Access to Loans. — In many parts of the country, it is becoming 
increasingly difficult for a family to secure a Guaranteed Loan at aU 
from dien* locai banker. Tiiis proolein has been dramatized in the State 
of California, where very large FISL lenders, after several years of 
making loans, are dropping out of the program altogether. The reasons 
are many, of coui-se, aiiu some are not likely to be solved by legislation. 
Some lenders simply find they can get a better return on their deposi- 
tor's money by lending on homes, automobiles, television sets, or indus- 
trial development, than by lending on educationaJ opportunities. Some 
have been frightened out of the program by the "hori-or stories," and, 
believing that if anything can go wrong, it will, have decided to drop 
out befoi-e the}^ Ki-e saddled by enormous uncollectable debts. Still 
others, and particularly those banks in FISL states, have indicated that 
their real problem is less with the level of the yield or the fear of default 
than with the long delay experienced in having claims serviced. 

Tlu special allowance is frequently not set by HEW until well into 
the quarter following the quarter for which it was to have been paid. 
It appears that HEAV sets the special allowance each quarter at about 
where it has been in order to keep the banks in the program. But they 
take so long in setting it, that banks and other lenders have virtually 
with one voice urged the Committee to tie the special allowance by law 
to some specified indicator, removing the need for the Secretary of 
HEW to set it, and removing the protracted wait to find out what it 
was. 

A second, ^nd even more irritating problem to lenders is the long 
delay in the FISL states in hearing from HEW in response to claims 
or even simple correspondence. *'We can afford to lend our money at 
7 percent" said one group of lenders last year, "but we cannot afford 
to wait a year or inova to find out if a clcfault claim is going to be 
honored,'' In the calculus of banking, time is money, in a literal sense. 

III, Schools as Lenders, — Some of the pi-oblems which coiifronted 
the Conunittec arose out of the controversy as to who should perform 
the lending function tmder this program, llending is now done in large 
part by "regulated" conunercial banks, savings and loan associations, 
credit imions, and other general purpose financial institutions, though 
some States have set up direct lending programs, and about 150 schools 
arotmd the nation hn^-e secured licenses us FISL lenders. That the 
commercial lendei*s will probably' continue to be the chief source of 
capital in the program is not widely disputed. The question is what 
role shoidd be played in the program by the "unregulated" State or 
school lender. There are t))-^ ^ who point out that tm^ tl^^fiVnlt ral#)iii*d 
the other major ^MtrM's m x^\v pmgram seem to concentrate to a signifi- 
cant d^^jstree aromul the imregulated lenders. 

At the same time, dofendors of the iinregulatecl lender point out 
that there are areas, and not all of them are in FISL states, where 
commercial lenders simply aren't interested; that there are ^rhofe 
classes of students who have good reason to believe they will cor.tinui; 
to be discriminated against by commercial lenders, and that if studf 
are to have reasonable access to loans, there nmst be alternative soivrvinf- 
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of credit. Perhaps the most reasonable statement of the problem and 
of the middle-gromid position which the Committee eventually took 
was that of Williaui G. Bowen, President of Princeton Univeisity, 
who pointed oMt that ^^Indeed, if these problems had not existed, 
Princeton would never have become a lender under the federal pro- 
gram in the first place. Our function is education, and it was — and xs — 
only our desire^io see that loan funds are consistently and equitably 
available to all of our students that has led us to participate in this 
program." 

ly. The Bole of the States. — ^The law establishing the program 
bejgins by stating tnat ''The purpose of this part is to enable the Com- 
missioner (1) to encoura^ States and non-profit private institutions 
and organizations to establish adequate loan insurance programs for 
students in eligible institutions . . • (and) (2) to provide a Federal 
proffrara of student loan insurance for students or lenders who do 
not have reasonable access to a State or private nonprofit program . . 
The langua^ quoted clearly implies that the law was intended to 
put a priority on the creation of state guarantee agencies (or the 
use of private non-profit insurers, as is done by some States) and to 
allow the growth of the FISL program of direct Federal insurance 
only as an **interim" device. The Committee has had considerable 
occasion to reassess the wisdom of this policy during the past three 
years, and the overwhelming impact of the evidence before us has been 
to confirm what the Congress said in 1965 and reiterated in 1968. 

Your Committee still believes that Jhe state gv4ira/ntee agency is 
the preferable device for the fnanagenvent of student loan insurance 
programs^ and that FISL is and should remoAn a second choice. 

But the Committee has not accepted proposals to establish a fixed 
da-te for the termination of the FISL program. Proposals to further 
encourage the States have been agreed to, (and will be described 
below) and a renewed emphasis is voiced in the proposed bill on the 
use, as an alternative, of private non-profit loan guarantee organiza- 
tions, where the States tanned or do not establish their own agencies. 

But the Committee does recognize that there are situations where 
a FISL program should remain available. The Committee does not 
believe that the access of students to some kind of a loan program — 
even as unsatisfactory a loan program as exists in many of the FISL 
states — would be automatically enhanced by the abolition of FISL 
where there is no state agency ready to take over. And the experience 
with State agencies does not altogether answer the obiections of those 
who suggest that State agencies may not always provide the full range 
of insurance that is needed. 

The State agencies have themselves raised some serious objections to 
the present law, and the accompanying legislation recognizes some of 
those objections. The agencies now have to turn over to the Federal 
government any money they collect on loans on which they have pre- 
viously collected reinsurance payments from the Commissioner. The 
States have suggested that they ought to be able to retain some of those 
collected dollars in order to improve their collection machinery. The 
States have asked that they receive a modest administrative allowance, 
analogous to the allowance the Commissioner pays to schools to cover 
the cost of administering student aid programs. These requests met 
with approval in the Committee, 



The State agencies have also asked for equality of reimbursement 
as compared with the FISL program. The Committee is sympathetic 
to the argument that the States ought to receive a higher reinsurance 
rate where the State's performance is above average, but somewhat 
less where the State does not do the kind of job that makes the State 
agencies the preferred instrument of the program. 

The Committee believes that State agency performance standards 
stem at least in part from the fact that the State agency is protecting 
the State's monev, and not simply operating on a nde** Msis. The 
Committee is willing to lower the price of the ride, but is reluctant to 
remove the major incentive for high-quality State performance. 

A third issue relates to States as lenders. In some States; the direct 
lending program has been set up in order to defuse the public reaction 
to sharply decreased State support of the existing State postsecondary 
education sjrstem. A State which wishes to approach full^cost pricing 
is free to do so, of course, but the Committee is reluctant to see this 
program utilized to protect l^islators and governors from the conse- 
quences of these decisions. The Committee is not convinced that shift- 
ing the burden of education costs to loans "protects" students. 

The SoLTjnoxs 

The solutions the Committee recommends are not simple. They do 
not come down wholly on one side or the other of the major controver- 
sies. But we believe they will work. 

I. Program Structure.~The bill recommends the intention of both 
the GSLP and the FISL programs. However, new language is put in 
the law to require the Commissioner to do what the law has mandated 
that he do for some years now without either visible action on his part 
or visible results. Specifically, the bill requires the Commissioner tO 
develop and carry out a plan to encourage states to create state agen- 
cies, to report on that plan within 90 days of the enactment ov this hill, 
and to report before June 30, 1977 on what he has done and what 
changes in law, policy and regulations are needed to encourage the 
creation of state agencies. 

This is not 4i:n rdfeg^iw^r' v ~'oimn#<^<«tee expects the v^mmission 

tti faake a -^^mhy .m!mmr''-^^^lhm^''f'- km'^been mounted in the past to 
xtm^' out iM 4 i«nir nmjiOD.sibility undei* the language of Sec, 421, and 
it. in hi.s judgment, existing law or regiilations stand in the way of 
the creation of new state agencies, he is directed to advise the Congress 
.specifically what laws and what regulations should be changed in 
order to meet this long-stated Federal policj^. 

Some of the changes that would do this are already obvious, and 
are made by this bill. 

The request that State agencies be enabled to retain up to 30 percent 
of their collections on defaulted loans in order to enhance their ability 
to improve collection systems is included in the bill, as is a very care- 
fully drawn up list of activities this money can be used for. This pro- 
vision of the Dili is intended specifif*ally and solely to enhance state 
collection efforts, and not to reduce demands on State budgets. In all 
cases the cost of collections mu.st be documented. States may not retain 
30 percent without that documentation. 

The State agencies are given an administrative cost allowance of 
up to 1 percent of the amount of loan principal guaranteed by the State 
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in cacli year. Of this administrative allowance, not less than one-fourth 
mu.-t be used by the State to provide field services for oligible lenders 
or to promote cbinniercial lender participation. 

The question of tlip de^jroc of Federal reinsurance of state losses is 
placed on a porforniancc basis. State losr^es due to the payment of 
claims arisinjir from denth, disability and bankruptcy, all of which are 
clearly unrelated to State perforumnce, are to be reimbursed at 100 
percent. State losses on other sorts of claims are to be reimbursed at 
100 percent up to 7 percent of loans in repayment which are described 
in the bill as ''the orijrinal principal amount of loans insured by it 
reduced by (A) the amount the insurer has been required to pay to 
di.scharpe its insurance obligations under this part, (B) the orijnnal 
principal amount of loans insured by it which liave been fully repaid, 
and (C) the ori*rinal principal amount insured on those loans for 
which payment of the first installment has not become due," Jfew 
State agencies will be entitled to the full 100 percent reimbursement 
for the first five years until their lendinjr-repayment cycles get into 
full operation. If a State's reinsurance rate goes above 7 percent in 
any given year, the Commissioner shall only pay 90 percent on the 
remainder of the State's losses in that year. The slate is wiped clean 
at the beginning of each fiscal year, and the 100 percent reinsurance 
begins again lasting unless and until the rate again goes beyond 7 per- 
cent. For most of the States, this can mean in effect a continuing 100 
percent reinsurance rate. But it is not "free money." It does require the 
States to continue the performance that is now keeping their average 
default rate at 7 percent— half of the Vl^Z rate. States which estab- 
lish new guarantee agencies subsequent to the passfige of thi.s bill are 
assured of 100 percent reinsurance for the first five years, in effect, 
until the first full-term loans enter repayment st?^/:us. 

In addition to these improved reinsurance prov^sio^-s is an amend- 
ment whi^'^^^ ren^mres the Commissioner to i r, portion of a 
.State *s anticrprtr'^^^ reinsurance payments for t'.. purpose of estab- 
lishing a revolvirj*!; fund from whicii default payments to lenders are 
to be mar.c* and to which reinsurance reinsbursements are to be 
deposited. The amount of thi.s reinr,urpnce advance in each state is 
e(iual to the greater of $50,000 or 5 percent of the amount of those 
loans which were converted to repayment status the previous fiscal 
year. To allow for growth and maturation of new State programs, the 
amount of the reinsurance advance is augmented, if iustified by the 
formula* at the end of each of the succeeding four fiscal years. The 
Committee would not anticipate the same "atart up" problems for 
States which have guarantee agencies in existence at the time of enact- 
ment and such States, therefore, arc eligible for adjustments to their 
oriirinal advance for only the following two fiscal years, 

in addition to these incentives for the creation of State guarantee 
agencies, the Commissioner is directed to look very seriously at the 
utilization of private nonprofit guarantee agencies or organizations, 
such as (but clearly not limited to) the United Student Aid Fund, a 
private guarantee organization that now performs guarantee services 
for some States, The bill encourages the Commissioner to consider 
carefully applications from such organizations to perform the func- 
tions of a State agency, and to act upon such applications within 90 
days of receiving them. The bill further requires the Commissioner to 
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advise this Committee and its counterpart in the Senate of his dispo- 
sition of any such application. HJL 14070 does not direct that the 
tx)mmi^ioMr shall act favorably on any such application. That is a 
matter for his judgment But it does suggest that the private non- 
proht agency, as an alternative to sole reliance of FISL, be seriously 
consioered in those States which do not create States agencies- 

A change m the provision establishing the student tean insurance 
tund makes the borrowing authority of the Commissioner subject to 
limits contained m appropriation Acts. This modification of the stat- 
ute is necessary to bring the guaranteed student loan I^islation into 
coirfonnity with the requirements of the Congressional Budget Act 

Another proviaon of the reported bill would permit the Com- 
missioner to vtilize private collection agencies, State student loan 
m^rance agenci^ or State guarantee agencies for the recovery of 
defaulted loans. This provision is merely permissive: it does not com- 
V^l their use but would, if utilized, greatly strengthen the Commis- 
sioners ability to improve on collection under the Federal program. 
• V ^^^'^^ — ^The Committee considered making schools generally 
ineligible to sen^e as lenders. That draconian proposal was rejected, 
but, acting on the advice of distinguished educators who pointed out 
that schools only sought to be lenders when regulated lenders wore not 
available, the Comnuttec has placed some limitation on what unregu- 
lated lenders can do. 

First, schools may not lend to more than 50 percent of tlieir own 
imdergraduate students, and state direct lenders may not lend to more 
than 50 percent of the undergraduate students in attendance at any 
scbool in the State. Ix>ans by unregulated lenders are subject to the 
saiM $2,500 t .mual limit applied to other loans, but a loan by ^ch a 
lender may also not exceed 50 percent of the total cost of education 
at the institution involved, and, where a loan is made by a school to a 
student in his first year, it must be made in at least two mstallments if 
it exceeds $1,500. 

Finally, in order to qualify for loans from an educational institu- 
tion, an imdergraduate student must, prior to obtaining the first such 
loan, present the school with a statement from a commercial lender 
that he sought and was unable to secure a loan. The statement need not 
state more than the name and address of the lender, the date that he 
asked for a loan, the name of the student, and the fact that the loan 
was rejected. The Commissioner, the schools, and the State agencies 
are all herewith put on notice that this law provides them with no au- 
thority to ask any lender for any further data. If a lender wishes to do 
so, he may utilize the forms already prescribed under the regulations 
promulgated for the enforcement ot the Equal Credit Opportunity 
Act, but the zeal of public asrencies for the gathering of information 
bevond what is specified in this report is to be kept under a very tight 
rein. The American Bankers Association has advised this Committee 
that it considers this documentation requirement as a useful device, 
but the Committee bpHevps thfit its utility could be vitiated by turning 
it into another example of bureaucratic paper collection. 
^ Sinrp this documentntion requirement has been the objection of con- 
siderable discussion, it may bo useful to point out what is Mt required. 

The bill does itot require an exhaustive proof by the student that he 
waK unable to secure a loan from any commercial lender. 
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The bill does not require the refusal to bo from a lender in the stu- 
d ?nt s homo town. It does not require that the lender explain or justify 
his refusal. One refusal frora any eligible lender* without further com- 
ment will fully uieot the lequiivnionts of the lav\ ;uuu to reiterate* the 
law prov'^dea no basis far reguhttiom hnposing adihd requii^ments. 

The bill i)roluhits home-study schools froui uctiiig ;l^ lendere. An 
early propo.snl prohibiting students at home-study sciiools to partici- 
pate as borrowers was rejtHrted, but the facts do suggt^st that many of 
the luost flagrant abuses of the sohoors i-olo as a lender arose in caises 
involving home-study schorls. Other kinds of schools, both proprietary 
and ''nonprofit" have been involved in j^roblem areas, but there is a 
qualitative difference between their record and that of the home-study 
schools. 

A further effort to rid the ^^diool -as- lender situation of some of it.s 
weaknesses and temptations is found in the bills provisions making 
it clear that where a lender has dcle^'ated to a school a substantial 
portion of tlie functions and responsibilities normally performed by a 
lender prior to the making of the loan, the loan shall be deemed to have 
been school-or^inated. In addition, the detinition of eligible lender 
excludes '^banks'' whose primary consumer credit function is the mak- 
ing or holding of student loans. 

III. Loan Limits. — Ea'iier proposals considered by the Committee 
would have severely limited the amount that a student could borrow 
under this program. The Committee rejected these proposals for re- 
duction, and retains the existing limit for a year s borrowing 
by a imdergraduato, and the existing $7,500 aggregate ceiling for 
undergraduate borrowing under this program. Graduate and profes- 
sional student loan limits are increased from the present $10,000 to 
$15,000, with permission to borrow up to $5,000 in s given year. These 
aggregate limits are on the total "unpaid principal which may be 
outstanding at any one time. Thus, if a student borix)ws $7,500 as an 
undergraduate, completes his baccalaureate degree and pays, for 
example, $2,500 of it before making any further loans for the financing 
of his graduate study, he may borrow up to $10,000 for the graduate 
costs. If, on the other hand, he goes directly from undergraduate to 
graduate study, and has borrowed the maximum as an undergradu- 
ate, he is only entitled to another $7,500 in loans as a graduate student 
student 

The present law gives the Commissioner the right, which this bill 
retains, to raise these limits by regulation where he determines that 
a higher amount is warranted with i-espect to students engaged in 
specialized training requiring exceptionally high costs of education. 
The Commi??ioner is certainly not urged to exercise this authority 
easily or widely. But the autfiority does exist, and where the Com- 
missioner thinks the situation warrants, and the student's probable 
earnings immediately upon the completion of his training will en- 
able him to sustain heavier indebtedness, he is allowed to utilize it. 
The Committee would ofTer one further caution, however. The Com- 
missioner is not to utilize this authority simply in order to meet the 
revenue needs of particular high-priced" schools. Tt is intended for use 
where the basic cost of a particular kind of cdvratfon is very hi'i^h. 

IV. Interest Benefit Eligibility.— Section 428(a) (3) of the Higher 
Education Act of 1965 provides that students who are eligible by rea- 
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don of need are entitled to have paid on their behalf, to their respective 
lender*., a portion of the in-scliool and deferral period interest. This 
entitlement operates as one within the meaning of *'spendin^ author- 
ity" as defined in section 401(c) (2) (C) of the Congressional Budget 
Act of 1974. The provision in section 428(a) (3) which deems file 
holder to have a contractua) right to the interest payment is, in the 
opinion of the Committee, a device to secure the second party bene- 
ficiary rights of lenders to the amounts which the stud*5nts are entitled 
to have paid, and does not convey "spending authority'' within the 
meaning of section 401(c) (2) (A)* by autliorizii:^: the Commissioner 
"to enter into such contracts," Student eligibilitv for interest benefits 
under this program has always been closely related to the student's 
family income. For th^, first seven years, a simple income test was ap- 
plied> A student whose adjusted family income was $15,000 ras eligible 
to have in-school interest benefits paid. A j?tudent from a higher income 
family was not- In many cases, this meant the difference between get- 
ting the loan and not getting it, because the lenders, for the most part, 
simply do not find the yield on this program adequate to pay for the 
costs of billing students for the interest on a monthly basis. In 1972, the 
income test was removed, and eligibility was put on ^n individual 
"need analysis" basis. This gave rise to substantial confusion, and in 
1974, the Act was amended to assume need for interest benefit f.urposes 
for students whose family incomes were below $15,000 and wno • . <.re 
borrowing no rioro than $2..OO0. The 1974 amendments eased the paper 
problem, and improved accc-ss to interest subsidj and^ as a dii'ect result, 
access U> loans. lint the $15,000 level of need has become increasingly 
less realistic as prices have risen and the value of the dollar declined. 
The Committer has made two changes in the interest subsidy eligibility 
system. First, that provision of existing law which allov^'s loans to be 
made up to $2,500. brit only permits, in some cases, interest subsidies 
to l)e paid on the first $2.0f)0, was removed. This amendment means 
that if a stud .it is eligible for interest benefits by virtiie of his family 
income, lie is oliffihie T.l..~.tever may be the amount of +he loan. 

The second amendment was an increase in the adjusted family in- 
come level at which elifribilitv for interest benefits is assumed without 
individual need analysis. For loans made to pay for educational costs 
for periods of en.-ollment beginning on or after the beginning of 
fiscal year 1977, the family income level for automatic eligibility will 
be $20,000. For periods of enrollment beginning in subsequent fiscal 
years, the eligibility level will be $25,000. 

The Congres.^ h.is lonir been aware of the need to raise benefit levels 
to compensate for inflation. We have approved annual increases in 
Social Security, SSI, and child nutrition benafits. We approved ad- 
justments twice each year for Food Stamps. Now the Confirress must 
provide some minimal level of protection for the eligibility for higher 
education aid from the ravages of inflation. Between school year 
1964-65 and school year 1974-75, tuition and fees charged by public 
institutions rose by 08,4 percent while those charged by nonpublic 
institutions surged by 118.8 percent. The medium family income in 
current dollars rose by only 95.4 dollars between 1964 and 1974, fall- 
ing behind the rate of increase in public tuition and fees by 3 percent 
and beinsr outstripped by nonpublic tuition and fees increases bv 23«4 
percent. We should also be very aware that between 1967 and Mardi 
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of 1976 the purchasing power of a dollar declined by 40.3 percent. The 
consumer price index during that same period rose by 67.5 percent. To 
keep pace with that rate of inflation, the interest subsidy eligibility 
level should have risen from $15,000 to $25,025. 

V. Default Prevention. — One of the root causes for defaults has 
been in the borrower's lack of clear perception of a loan as a loani 
just like any other loan. Too often, a loan has been a "part of the aid 
package", and the borrower either does not know that he has in- 
curred a debt, or does not take the debt seriously. 

This kind of situation has arisen in cases whei-e the nature of the 
loan \yas deliberately obscured by the lender—notably in the scandal 
situations involving certain institutions which engaged in high-pres- 
sure recruiting tactics, using the offer of "student assistance" in the 
form of a Guaranteed Loan, as a recruiting device. Other variations 
on the technique range from advising students they were taking a loan, 
but intimating that "we don't expect you to pay it back. The govern- 
ment will handle it for you.", to less culpable but equally damaging 
situations where a ! ender is simply careless or a student simply naive. 

The Committee does not believe that students are, as a class, out 
to rob their government or default on their loans. Most of the mis- 
understanding is just that and much of what the bill seeks to dcis to 
remove tlie occasions for honest misunderstanding. 

Among the provisions intended for this purpose are those which: 

Require loan proceeds to be paid in checks, wliich the stu- 
dent must endorse, and which are accompanied by a clear 
statement that the student understands the terms and obli- 
gations of his loan ; 

Require the use of the collection proceeds retained by the 
States to provide better pre-claim assistance ; 

Permit multiple disljui^sement of loan proceeds, on a vol- 
untary basis, for all loans, and mandate multiple disburse- 
ment for loans to freshmen in excess of $1,500; 

Require that schools keep lenders advised of the names and 
addresses of students when the students leave school. 

Among the other provisions of the bill intended to cope with the 
default problem are : 

A one-year moratorium on repayment, with the mutual con- 
sent of the lender and the student, in cases where the student 
is seeking work and is unable to find it; and 

Provisions allowing some flexibility in repayment terms. 
Present law mandates a repayment of no less than $30 per 
month. While the bill does not authorize and the Committee 
does not recommend, lon^rer payout periods, the bill does per- 
mit that this minimum temporarily can be waived in cases 
where the borrower and the lender agree. 

VI. Improved Dot > Collection— Jn the long run, perhaps one of the 
most important amendments in this lesjislation is a provision which 
will require the Commi.ssionor and all .state guarantee agencies to 
maintain and report loan volume and default, data by lender type 
within each state. Although patterns have emerged which suggest that 
default problems tend to be greater in one or another of these circum- 
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stances, the Office of Education's record keeping system does not lend 
itself to px'ecise and definitive data on this matter. 

This amendment will require all insurers to report precisely what 
type of lenders are responsible for what portions of their loan volume. 
At such future time when the Committee again will address crucial 
issues in the Guaranteed Student Loan Program, this amendment will 
assure the availability of useful data ■ hich is now lacking. 

VXI. The SpeciaL Allmoance. — I r the terms of the Emergencv 
Insured Student Loan Act of 1^ ^ i>ecial allowance is paid to each 
lender during the life of each lou v lurther or not the loan is otherwise 
eligible for interest subsidy. 

The allowance, which is established quarterly by the Secretary of 
Health, Education, and Welfare, after appropriate consultation, can- 
not be more than 3 percent. There is no statutoi-y floor, but the allow- 
ance has gone as low as three-quarters of one percent^ and has gone as 
high as the three percent ceiling. 

The two problems most frequently voiced, in addition to the unsur- 
prising views that the ceiling is too low, have dealt with HEW's tardi- 
ness in setting the allowance for each quarter, and in paying special 
allowances to lenders. The special allowance is paid for each calender 
quarter, after the close of such quarter, and it is usually considerably 
mto the next quarter before the wheels of consultation and the rituals 
of "signing-ofE" are concluded, and the lender knows what his allow- 
anco was tor the quarter which ended some time ago. 

This bill removes the element of bureaucratic delay in setting tae 
allowance figfure by tying it to the level of interest paid on 91-day 
Treasury bills, so that the total of the allowance and the Tpercent in- 
terest rate will, in effect, float up and down with the rate paid on those 
91 -day bills.. The allowance cannot be below 1 percent or exceed 6 per- 
cent. This is an indicator with which lenders are familiar. It is a 
market rate, relatively unsusceptible to manipulation, and the lender 
need only check with his financial pa^^e to know what the rate is for 
the quarter which has just ended. 'While the allowance check need not 
be mailed out on the first day of the next quai-tt^r the lender will know 
what he is entitled to get. Certainty, like time, is a very valuable com- 
modity to bankers. 

OE's record in payinpf special allowances in a timely manner, even 
after the rate has been set, is not encouraging. This bill provides that 
when the allowance is not paid within 30 days after the Commissioner 
has received a timely, accurate and complete request for payment, he 
shall pay a penalty to the lender equal to the daily interest accruing on 
the allowance and interest benefits due the lender. 

VTII. Bankruptcy, — The Committee adopted an amendment which 
would have the efftrt of preventing the discharge of student loans 
through a bankruptcy proceeding if the bankruptcy petition were filed 
before tlie loan has been in repayment for five years. The amendment 
was adopted in the light of testimony that the bankruptcy rate in- 
volving student loans has increased significantly in the last several 
years and that in some areas of the country students are being coun- 
seled on filing for bankruptcy to discharge their obligation to repay 
guaranteed student loans. 

The Committee notes that in most circumstances a student may 
leave school with several thousand dollars in student loans and no 
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assets, thereby making the student technically eligible to declare bank- 
ruptcy. The amendment, by waiting five yeai-s, would offer a more 
realistic view on the student s ability to repay a student loan, 

The adopted amendment does include language which permits loans 
to be discharged in bankruptcy in cases where exceptional circum- 
stances exist. The decision m these cases would be up to the bank- 
ruptcy referee. . . 

IX. Effective Dates.— The^ Committee bill contmues existmg law 
until October 1, 1976, without change. The modifications in present 
law incorporated in the bill would generally become effective on 
October 1, 1976. This, of course, provides sufficient leadtime for stu- 
^its, lenders, institutions, state agencies and others to learn about 
and adapt to the changes in the program. 

Some of the bill's provisions would not become effective until 
October 1, 1977. These require authorizations for appropriations for 
advances to state guarantee agencies and for the payment of an admin- 
istrative cost allowance to state guarantee agencies. In botji cases the 
delay should cause no problems for state guarantee agencies presently 
operating, and the year's delay will not hamper states which desire to 
establish guarantee agencies. The amendmeats to the method of com- 
puting the special allowance paid to holders of student loans would 
also ^ro into effect on October 1, 1977. 

The Committee amendment provides that changes which affect stu- 
dent loans will be equally applicable to outstanding loans as well as 
new loans. However, some of the changes in law that are proposed in 
the Committee amendment are only applicable to new loans made on 
or after October 1, 1976. These changes relate to the maximum amount 
that a student is permitted to borrow under the program and a require- 
ment that new loans may only be made to students who agree to notify 
the holder of the loan of any change of address. In addition, new 
provisions of law relating to States and institutions of higher educa- 
tion which are lenders in the program are applicable to loans made to 
cover the costs of education for enrollment periods beginning after 
October 1,1976. ^ ^ 

Changes in the amount of Federal reinsurance will take effect with 
regard to pavments made to the State or nonprofit agencies after 
October 1, 1976. 

Oversight 

Twelve days of oversight hearings were held on the Guaranteed 
Student Loan Program clurinnr the OJ^rd Congress, and a substantial 
part of the hearings during this Congress wore also devoted to that 
subject, though not in a formal oversight framework. In addition, the 
Committee on Government Oporations and the General Accounting 
Office have examined this projxnuu. Although no formal recommenda- 
tions were filed with the Committee on Education and Labor by the 
Committee on Government Openitions. the problems on which that 
Committee concentrated— notably the abuse of the proirram bv school 
lenders and school-related lenders are among those which this bill seeks 
to remedy. 

IXFLATIOXARY TmpACT 

The rules of the House require that each Committee Report contain 
a statement of the bill s "inflationary impact on prices and costs m 
the operation of the national economy." 
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If examined simply in terms of Federal outlays, the Committee be- 
lieves that this bill will, over the next five years, have a net reduction 
effect on expenditures for default claims, somewhat but not wholly 
offset by increased outlays for reinsurance payments and administra- 
tive costs to states and by interest benefits and special allowance pay- 
ments to lenders. 

Looked at in those terms, the total Federal outlays for the operation 
of the program will be something like $500 million in FY 1977. This 
amounts to something like three one-hundredths of one percent of the 
Gross National Product, estimated by annualizing the GNP rate for 
the first quarter of 1976. The Committee believes that this figure would 
not have a serious inflationary impact. 
* The real inflationary impact of any educational loan program has 
to be examined in terms of the total increase or decrease in the amount 
of educational borrowing that will be created by these amendments 
and the net effect those increases or decreases will have on educational 
price structures. , . 

The bill works both ways. On the one hand, the raise m the income 
levels for interest subsidy eligibility will mean that some students who 
cannot now obtain guaranteed loans will be able to do so. The increase 
in aggregate indebtedness levels for graduate and professional students 
will also provide a small increase in the total amount lent. On the other 
hand, the limits which the bill places on institutional lending, and the 
operation of Section 109(d) of H.R. 12851, placing some brake on the 
cost-inflationary effect of the availability of student aid funds should 
help to keep total borrowing from continuing to climb. Taking both 
effects together, the Committee believes that the borrowing undertaken 
under the Guaranteed Student Loan Program will probably remain 
at or very near to the present annual $1.2 billion dollar mark, and that 
the amendments will not add to the inflationary pressures now oper- 
ating on educational costs. 

Cost Estimate 

The Rules of the House require that the Committee prepare and 
publish in its report its own cost estimate of the bill and a cost esti- 
mate prepared by the Congressional Budget Office. The following is 
the cost estimaite submitted by the Congressional Budget Office which 
the Committee accepts as reflecting the cost of H.R. 14070 as amended, 
with certain exceptions discussed below. 

Congress op the XjNrrED States, 

Congressional Budget Office, 

'Wa8hingon^D.C.^June7^1976. 

Hon. Carl D. Perkins, 

Chairman^ Committee on Edwation and Labor^ 
U,S. House of Representatives^ 
Washington^ 

Dear Mr. Chairman : Pursuant to section 403 of the Congressional 
Budget Act of 1974, the Congressional Budget Office has prepared the 
attacned cost estimate for H.R. 14070 Guaranteed Student Loan 
Amendments of 1976, \ 
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Should the Committee so desire, we would be pleased to provide 
fui-ther details on the attached cost estimate. 
Sincei*ely yours, 

Alice M. Kivlix, 

Director. 

Attachments* 

JuxB 4j 1976. 

CONGKESSIOXAL BuDQET OfFICE AUTHORIZATION BiLL CoST ESTIMATE 

1. Bill Xo. : H.R. 14070. 

2. Hill title: Guaranteed Student Loan Amendments of 1976. 

o. Purpose of bill : To extend and amend the Guaranteed Student 
I. an provisions of the Higlior Education Act. The following provi- 
..iDiis whicli artect costs will take ejlcct in ¥Y 77 : 1) The income limit 
for subsidy eligibility will rise to $20,000 adjusted Tamily income; 2) 
Tlie annual loan limit remains at $2,500 except if a loan is made by a 
state loan program or an educational institution where it cannot exceed 
50 percent of cost of attendance or if made by an institution to a fresh- 
man it cannot exceed $1,500 unless paid in installments ;-and 3) State 
Guarantee Agencies will be fully reinsured for default claims, except 
those with default rates over 7 percent, and will be permitted to retain 
30 percent of their collections. 

Additionally there are provisions to become effective at the start of 
FY 1978. They are: 1) The income limit is now raised to $25,000 ad- 
justed family income; 2) the special allowance rate will now be the 91- 
day treasury bill rate less 3.5 percent; 3) A one percent administrative 
allowance will be paid to all State Guarantee Agencies on the total 
principal amount of insured loans; and 4) new advance provisions 
whereby State Guarantee Agencies receive early payment of a portion 
of the federal reinsurance obligation. This bill does not provide new 
budget authority. 

4. Authorization levels and cost estimates : 





[Dollar amounts i 


n millions] 








Fiscal year- 




1977 


1978 


1979 


1980 


1981 


Total authorization level of H.R. 

14070 

Subsidy and special allowance payments.. 


420 

180 


$866 
620 
190 
11 
45 


$1,055 
806 
192 
12 
45 


%\, 220 
972 
190 
13 
45 


%l, 402 
1,157 
186 
14 
45 


TotJl estimated outlays ^ 


400 


823 


1.059 


1.193 


1, 371 


Subsidy and special allowance payments.. 
Student loan {insurance fund 


315 
72 


570 
184 
11 
45 


760 
229 
12 
45 


931 
191 
13 
45 


Mil 
188 
14 
45 



> Outlays calculated using spend-out rates provided by the Budget Office, tJ.S. Office of Education. 

6.^ Basis for estimate : The major costs of this program are payments 
for interest subsidies for borrowers and incentive payments to lenders. 
Both the provision which extends subsidy eligibility to borrowers with 
higher family incomes over two years and the new mechanism which 
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links the special allowance to the 91-day treasury bill rate affect these 
payments. The following: table shows the base volume under current 
law 1/, the new volume of loans as a result of the income limit provi- 
sions 2/, and the consequent subsidy and special allowance payments 
under the new rate provisions : 

CONiBINlNG BASE VOLUME WITH NEW VOLUME FROM CHANGE IN SUBSIDY INCOME LIMIT: FISCAL YEARS 1977-^1 

(Dollar amounts in millionsl 



Fiscal year — 




1977 


1978 


1979 


1980 


1981 


Neyv volume outstanding, In-school/grKe. 


U 074 

338 


H 363 
1,029 


$5, 219 
1,803 


$6,042 
1, 939 


$6,769 
2,084 


Total vduma, in*school/grace 


4, 412 


5, 392 


7,022 


7,981 


8,853 


Base vi>lum«, liHrcpayment 


1,743 


1,741 


1,587 


1,821 
789 


2,442 
1,486 


Total volume, in-repayment 


1,743 


1, 741 


1,587 


2,610 


3,928 


Total volume, outstanding 


6,155 


7, 133 


8,609 


10, 591 


12,781 


Subsidy payments (at 7 percent of total 
in-school grace volume) 

Special allowance payments (rats Umes 


309 
1.8 

111 


377 
3.4 

243 


492 

3.65 

314 


559 
<3. 9) 

413 


620 
(4.2) 

537 


Total, subsidies plus special 
allowance payments., 


420 


620 


806 


972 


1.157 



I Projections for future year loan volumes in the guaranteed student loan program were calculated using a loan model 
(operated by the program) incorporating an assumption of 7.5-percent annual growth in average awards (based on growth 
in student charges). The results of this model are based on time-series analyses of historical program data. 
* Based on CBO estimates of tilcelihood to borrow of newly eligible students. , ^ ^, 

> Becomes tied to T-bill rate of fiscal year 1978 and beyond. Projections for 91-day T-bill rates-are consistent with CBO s 
Path C economic assumptions. 

The second major cost component in this pro^rram is the insurance 
fund which covers net default claims (default ohli^rations less col- 
lections) under the federal insurance and reinsurance provisions. TKe 
federal ^rovernment presently reinsures 80 percent of State Guar- 
antee Affp.ncies claims but under PT.R, 14070 will increase its obli/ya- 
tions hy 25 percent to fully reinsure all a^jencies except those with 
default rates over 7 percent (only two states with small pfogrrams are 
in this catepory). On the collections side a provision in H.R. 14070 
allows state agencies to retain 30 percent of what they collect. The 
followin^x table shows the estimated impact on insurance fund re- 
quirements of those new provisions. These estimates do not include 
tne marginal eflFect on future year default ohlijrations of raising the 
income JimitSi 
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IMPACT OF NEW PROVISIONS TO REINSURE STATES » AND AUOW THEM TO RHAIN 30 PERCENT OF 
COLLECTIONS: FISCAL YEARS 1977-81 

(Dollar amounts in millions) 



Fiscal year— 





1977 


1978 


1979 


1980 


1981 


Current law (reinsurance program): 
Obligations > 


S74 

8 


(83 
10 


$93 

12 


$104 

15 


$117 
18 




66 


73 


81 


89 


99 


H.R. 14070 (reinsurance program): 


93 
6 


104 
7 


116 
8 


130 
11 


146 
13 


Total 


87 


97 


108 


119 


133 


Increase due to H.R. 14070 (total) 

Estimates for student loan insurance fund 

requirements under current law (total). 
Estimates for SllF under H.R. 14070 

(total) 


21 
159 
180 


24 
166 
190 


27 
165 
192 


160 
190 


34 
152 
186 



I Except those with default rates over 7 percent. 

s Estimates for fiscal years 1977 and 1978 are based on OE's preliminary proposed fiscal year 1978 budget Fiscal years 
1979-81 are C60 estimates of future year obligations and collections. 
> New obligations equals 1.25 times obligations under current law to reinsure at 100 percent. 
« New collections equals 0.7 times collections under current law. 



The new advance* provisions which would take effect in FY 1978 
reqtiire an authorization Ip.vel of $12.5 million (as in present law) plus 
a "sums such as necessary" clause for making? advances to State Guar- 
antee Ag^encies of $50,000 or 10 percent of loan paper which matures 
(luring the prior fiscal year. Tliese advances will last three years for 
states with active loan programs andL five years for those who just 
establish a progium. OE has only recently Ibegim to collect matured 
papfer data trom the Guarantee Agencies. Last years figures show about 
$400 million maturing from all states which would mean an advance 
of about $40 million would have been required this year had these new 
provisions been in effect. Since the level of matured paper is fairly 
constant in states with ongoing programs we estimate that about $40 
million will be required for each of the years between FY 78-FY 81. 
Data is not available, which allow accurate estimation of how many 
states will begin new programs but even for those who do their matured 
paper volume will remain small for seveml years. At the outside per- 
haps an additional $5 million would be required. These estimates for 
the new advance provisions are highly tentative. 

The one percent administrative allowtuice provision which takes 
effect in FY 78 will cost between $11 and $14 million each year, roughly 
estimated. OGSL projections for new disbui-sements made by State 
Guarantee Agencies under current law range from $750 million in FY 
78 to about $1 billion* in FY 81. However, mising the subsidy income 
limit to $25,000 will add about $»S50 million in FY 78 to about $440 
million iii FY 81 in new disbursements thiough State Guarantee 
Agencies. 

6. Cost comparison : Not available. 

7. Previous CBO estimate : Not applicable. 
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8. Estimate pi-eparcd by iRicIiardWabnick (225-4745). 

9. Estimate approved, by: 

C. G. NUCKELS, 

(For James L. Blum, 
Assistant Dii-ector for Budget Analysis) . 

The Coiunuttoo notes tluit tlirco factoi*^ result in a significant in- 
crease in tlie costs asscn iatcd witli the pro^rrani accordinjj^tothe projec- 
tions of tlie (\)n<rrcssi()nal Bmln:ct Office. First, the CBO projections 
indicate tluxt there will l>e a substantial incmisc in borrowing by stu- 
dents over fiie next five years. Such an inoroase woulu ')f con result 
from more is beiiiL^ mat' > oi' !; ir^'r Iojiik or hoi 

The CM". |>r'M''< iiicn- iM' in t< A volume for the <^uaranteed 

loan pro^^naiu fjoni .^.■>> l)ihi->us in list al year 1077 to $0.2 billions by 
fiscal year 1081. This \v(nd<l result in an increase in interest subsidy 
payments from $280 millions in fiscal year 1077 to $474 millions in 
fiscal year 108L 

The (^)mmittee bill makes one major clian^^e in the proofram which, 
as indicated in the CBO projection, could result in a sul>stantial in- 
crease in costs of the protrram, Tliis is the provision whicli increases 
the level of adjusted family ineome \)oh)W which a student is not re- 
(piired to submit evidence of financial need in order to qualify for 
interest subsidy iKUiefits. Current law sots this cutoff at $15,000. The 
bill would increase it to $20,000 in FY 1077 and $25,000 in FY 1978. 
The CBO estimates for the increased voliuue of loans generated by 
this change an(l residtant increase in expenditures for interest snl>sidy 
and special allowance payments are sui)stantial. The Comniitte is not 
-persuaded that this change in the program will result in an influx of 
new i)()rr()wei-H to the extent that by FY 1081 loans to borrowei*s in 
the $15,000 to $25,000 adjusted family income range will make up 
•28% of total i)rogram vohuue out.standing. 

The CBO projection is based on the assiuuptiou that ne^vly eligible 
lx>nx>\vei-s will l)orrow with the stime likelihoml as those pi-esently sub- 
sidized and have slightly larger lojins. It may Ik* argued that families 
with higher incomes will be more likely to borrow Ixyause they send 
their childivn to higher cost institutions and that such families are 
also more accustomed to financial substantial i)urchase.s through 
loans. On the other hand, however, students from higher income fam- 
ilies will have greater family sjivings set nside to provide for eduai- 
tional expenses and gieater assi.stance fiom cunvnt income to meet 
the costvS of postseeondary education. * 

Tlie CBO cost estimate also includes csl inuites of thecost of changes 
in the metlwl of comi)uting the special allowance. Under the provi- 
sions of the bill l)eginning in FY 1078, the special allowanee for a 
quarter will be computed by subtracting Jl.f) from the average yield of 
91-day Trcasui^ Bills for the quai-ter. The special allowanee could 
not exceed 5% or fall below 1% in any quai-ter. 

The CBO cost figurCvS i-esult from a ])rojection of . rates for 91-day 
Treasury Bills from M% in 1978 to 7.7%"in FY 1981. Tliese. figuniS 
are siibstantiallv different than the projection included in the Pi*esi- 
dent's proposed' Budget for FY 1077. The following tnh]o. shows the 
CBO and Executive Budget rates as well as the ivsultant ditferences 
in costs derived from the two projections of Ti'e^xsury Bill rates. 
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(Do)lar amounts in millions| 



1978 



1979 



I98I 



CBO special allowance rate (percent) 

CBO special allowance payments 

Total cost special allowance and interest subsidy.,. 

Administration special allowance projection (percent). . . 

Administration special allowance payments 

Total program cost special allowance and interest stfb^ifjy 



J. H 

$243 
$620 

2.0 

$b2.) 
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Section-By-Secti'ion An.m.ysis 



Tho Committee Amendnicint amends part B of title IV of the Higher 
Education Act to read as follows. Except whei*e otherwise specified, 
references herein are to sections of part B, 

Section 4^1. Statement of purpose and appropriations authorized 

Subsection (b) of this section is amended to reflect the deletion 
in subsequent ainendments of the old administrative cost allowance. 
It is also anieiuled to anthorixt* the uppro])riation of such sums as may 
ho necessary' to \ytiy the new advances provided for under the new 
subsection (c), and to pay Stat t> j^uaiunteo ngencios a new adminis- 
trative cost all o warn v under section 428(b) (3). 

A new subsection (c) is adde^l to this section which requii^s the 
Commissioner to develop and carry out a plau to encourage Stat<»s 
which have not done so to establish a State guarantee agency which 
cAn be covered by an agreement under section 428(b). Within ninety 
days after the enactment of these amendments the Commissioner is 
required to submit to the Congress a description of the plan he has 
developed and a timetable for its execution. 

Before June 30, 1077, the . Commissioner uuist submit to Congress 
a report which (1) describes the activities which have been carried out 
under the phm. (2) a description of the plan, if any, of each state to 
establish a program under section 428(b), or presentation of the 
reasons no plan is being actively considered by States where that is 
the case, and (3) includes his recommendations for changes which 
would encourage States to adopt such programs. 

Section- 422. Advances to resei^je funds of State and iwiprofit private 
loan inmrance programs 

The present provisions of this section renuiin unchanged, but an 
entirely new program for advances is appended. 

This new program, in effect, pi'ovidos that, a portion of the P>deraL 
payments on account of its guarantee ohligatiou under stH'tion 428(c) 
sIimII Ik* made in advance rather than iu arrears. Tender paragraph (1) 
the ronuuissioner is diivcte^l to make advances lo each State and pri- 
vate nonprofit. ag(»ncy with which he has a guarantee agreement under 
section 4^8 (c) to he used by them for making payments under their 
insurance programs. 

The amount jidvanced to each agency will be whichever is greater 
(1) $50,000 or {?') 10 per cent of the principal of the guaranteed loans 
whoso repayment period began during the preceding fiscal year. How- 
ever, the amount so determined is to be reduced by the amount of any 
advances received under this subsection at an earlier date and the 
amount of the unspent balance of advances made under present law. 
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The unspent balances of advances inado to an agency is defined to be 
a portion of the balance in the ng^^n^ v's reserve fund wliich bears 
the same i utio to the full balance a; le Federal advances received 
and retained ly su^-h ag^nc^ under subsection (a) bears to the ag- 
gregate of all past contributions to such reserve account from all 
sources (other than earnings of the account) since it agreed to partic- 
ipate in the program. 

The earnings from the investment of advances, if any, must I>e used 
by the insurer to make payments under its insurance obligation. 

Repayment of advances made to agencies under this section will not* 
be required until the aggregate advances (plus accrued interest^ ex- 
ceeds 20 per cent of the agencies' outstanding guarantees. An agency's 
outstandmg guarantees are defined to be the differences between the 
total guarantees made by the agency since it a^eed to participate in 
the program and the total guaranteed loans which have Deen fully re- 
paid. Excess advances are paid over to the Commissioner for deposit 
in the student loan insurance fund. 

In .the case of an agency which has in effect a State insured loan 
program-^pn the effective date advances will be made as requested bv 
the agency (but after September 30, 1977) , and on the same day of each 
of the two succeeding yep/rs. In the case of an agency which is not 
carrying on such a program on that date, advances will be made on the 
date requested (after such an agreement is entered into) and on the 
same day of each of the four succeeding years. 

If a Stato has no student loan insurance program covered by an 
agreement under section 428(a) and consultations with the Governor 
show there is no likelihood of the State's adopting such a program, 
the Commissioner may make advances to a private nonprofit institu- 
tion or organization with which he has an agreement under section 
428(c) in the same manner and under the same conditions as he makes 
advances to State agencies, except that in order to qualify the private 
nonprofit institution or organization must — 

(1) establish an office in the State with enough staff to handle 
inquiries, encourage lender participation, and make visits to the 
major lenders in the State; 

(2) agree that it will not deny insurance on loans to any student 
because of the school he chooses or his lack of need; and 

(3) certify it is not an educational institution and that it isn't 
affiliated with an educational institution. 

Section ^23, Effects of adequate non-Federal programs 

This section is not directly amended. 
Section 4£4, Scope and duration of Federal loani insurance program 

This section is amended to extend the program through fiscal year 
1980. The principal amount of new loans may not exceed $2,000,000,000 
for the interim period between July 1 and September 1, 1976, and for 
each of the succeeding fiscal years. 

Section JiZ5» Limitations on individual Federally insured loans and 
on Federal loan insurance 
Subsection (a) of this section is substantially revised so as to estab- 
lish new loan limits for students. Under present law, the annual loan 
limit is $2,500. Under the amendment the annual loan limits would 
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be $2,500 for uiuU r^ruduates iind $5,000 for gradusite or professional 
students, except that if the loan is made t-o an inidi^r/rraduate under a 
State loan program or by an educational ijistitution it may not exceed 
$2,500 or 50 per cent of the estimated cost of attendance, and where a 
loan is nnule by an e(hicational institution to a student for his first 
year, the loan may exceed $1,500 only if it is paid in installments. ' 
Exceptions in present law for high cost progmnis arc retained. The 
aggregate limit for insured loans lemains $7,500 for undergraduates, 
but is incraiscd from ten to fifteen thousand dollars for graduate and* 
professional students. 

Section 4^6. Sources of fund^ 
No change is made by this section, 

Section JiZl. Eligibility of student botrowers and /^r/mv of Federally 
insured student loans 

This section specifies several additional provisions which must be in 
student loans if they are to (lualify for insurance by the Commissioner- 
One new provision requires the student borrower to keep the holder 
of his loan informed of his current address. 

Under another of these new requiTCments, a lender and a borrower 
are permitted to agree to a rt^payment neriod which begins earlier, 
or is of shorter duration, than required by ^^"S section, but where a 
default, occni's in repayments made under such schedule, the lender 
may not seek reimbursement until he has offered the borrower an 
alternative repayment schedule meeting -the requirements of the 
normal repayment schedule and the borrower refuses to agree to 
the terms of such alternative repayment schedule. 

Another change provides that the repayment ixjriod may be sus- 
pended during a single period of unemployment if both lender and 
borrower agree, but only for a period of one year or less. 

Yet another new provision, applicable only to loans made after 
October 1, 1976, is one under which the borrower must contact the 
holder of his loan within four months after leaving school so as to 
negotiate the tenms for repayment. 

A change is also made requiring that loans be disbursed bv a check 
requiring the endorsement of the student, and* that the student must 
sign, prior to its disbursement, a notice stating that he accepts the 
obligation to repay and setting forth the substance of the provisions 
of law governing "the terms and conditions of employment. 

Tn present law, subsection (c) of this section provides that the mini- 
mum annual i-epa\'nient on a l>orrower's uninsuiTd loan will be $360. 
An amendment to'thi.s provision would permit a lesser amount if the 
parties agree. 

Section 428. Federal paymeTUs to reduce student interest costs 

At present, an intci-est subsidy may be paid on account of a loan to 
a student if his adjusted family income is less than $15,000, and the 
loan, when added to other loans to which the pait applies, does not 
exceed $2,000 or if it does exceed $2,000, the school has provided the 
lender with a statement reconnnending the amount of the excess. 

An interest subsidy may also be paid where the student's adjusted 
family inconie exceeds $15,000 and the school has supplied the lender 
with a statement evidencing a determination of need and recommend- 
ing a loan in the amount of the need. q o 
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This ainenclment would change the $15,000 figure to $20,000 and 
would remove the provisions which require an institutional statement 
for loans over $2,000 if the student's adjusted family income is below 
the specified figure. This figure is changed by section 4 of the bill to 
$25,000 for periods after October 1, 1977. 

An obsolete provision of present law, paragraph (3) (B), is deleted. 
It provided an administrative cost allowance in States whose usury 
laws prohibited paying 7 per cent interest. 

Paragraph (5) of subsection (a) is amended to extend until Octo- 
ber 1, 1980, the period during which loans may be made which will 
qualify for the interest sijibgi(Iy.-The period applicable with respect to 
loans to enable a student to continue his education after receiving a 
prior loan is extended to October 1, 1984. 

Under the amendment, three new paragraphs are added. 

Under the first of these, where the proceeds of the loan are to be 
paid in increments over the period of enrollment for which the loan 
IS made (but not more than a year), interest (and special allowances) 
will be computed^as if the entire loan was paid in the first increment. 
Also, for purposes of determining whether the interest rate exceeds 
the maximum limiu the entire loan will be treated as having been 
paid on the date tliFfirst increment was paid. The new provision will 
apply only where the loans are paid in installments based on the need 
of the stu.Ient over the coui*so of the enrollment period. 

The second of the new requirements provides that where the loan is 
made to a student attending a school in another country, the statements 
I'equired from institutions under paragraph (1) will be provided b^ 
the Commissioner whore he insured the loan, by the State where it 
made the loan, or by the insurer where the loan is insured by a State or 
a private nonprofit institution or organization. 

Under the third new requirement, the institution which certified a 
student's eligibility for a loan umst notify the lender (or, if unknown, 
the insurer) that the student is no longer in attendance within 60 
days after he graduates or withdraws from school or fails to enroll 
for a subsequent term. The notification nmst show the student's last 
known date of attendance, and his last known address. 

Subsection (b) of section 428 of present law sets forth the require- 
ments to be met by student loan insurance programs carried on by 
States or nonprofit private institutions or organizations if they are to 
qualify for the interest subsidy. The amendment makes a nnml>er of 
substantial changes in these requirements. 

The first change, and an important one. is a revision of paragraph 
(1) (A) which* at present, does not permit insurance of loans in ex- 
cess of $2,500 in the case of underg^raduate students (with exceptions 
for certain special cases which are retained) . 

Under the i ta'ision, the annual loan limits would be $2,500 for under- 
graduates and $5,000 for graduate or pi-ofessional students, except that 
if the loan is made to an undergraduate student under a State loan 
program or by an educational institution it may not exceed $2,500 or 
one-half the cost of attendance, and, if the loan is made by an educa- 
tional institution for his first academic year, the loan may excerd 
$1,500 only if it is paid in installments. 

For graduate or professional students, the limit is $5,000. Cost of 
.-ttendance will be determined in the manner provided in section 
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428(a) (2) (C) (i) for dotennining wiiether a Federally insiu-ed loan 
qualifies for an interest subsidy. 

Under present law, the aggregate loans outstanding at one time may 
not exceed $7,500 for an undergraduate student and $10,000 for a ? 
graduate student. As amended, tlic limit reuuiins $7,500 for under- 
graduate students, but is increased to $15,()()() for graduate or pi-ofes- 
sional students. 

The repayment period for these loans normally must be not less than 
fivo years, or more than teu, and may not begin earlier than nine 
months or later than one year after tlie borrower leaves school. The 
ameuihuent provides, as an exception, that tlie borrower and the lender 
may, after the student leaves school, agree on a repayment schedule 
which begins earlier, or is of shorter duration, than tlm normal re- 
cpiiroment. However, the lender may not seek reimbursement on ac- 
count of a default iu payments under the revised schedule until he has 
ort'ered the borrower an alternative repayment schedule meeting the 
normal requirements, and the borrower has declined. 

There is a minimum repayment provision for these programs similar 
to that in the program for PVdiMally insured loans and here, as there, 
authority is given for a lesser amount if the borrower and lender agree. 

Here, :is in the c:ise of Federal insurance, the obligation to repay is 
suspended for a single one-year period during which the borrower is 
unemployed. 

Another new requiremerit imposes a i*equirement that the educa- 
tional institution attended by the Imrrower be notified of the insur- 
ance and the nsinie of the lender, either by notification directly by tlie 
insurer or lender or by requiring the lender to make payment of the 
loan through the institution. 

Under the new provisions, the loans must be disbursed by a check 
requiring the student's endorsement, and the student must have signed 
a notice that such endorsement constitutes acceptance of an obligation 
to repay the loan and setting forth the terms and conditions of 
repayment. 

In the case of loans made after the enactment of the Act, the 
student must be required, within four months after leaving school, 
to contact the holder of the loan to negotiate terms of his repayment 
obligation. 

Siuiilarly, the borrower must be required to notify the holder of his 
loan of any change of :ul dress. 

The amendment inserts a new ])aragTaph at the end of subsection 
(b) wliirh CO itains a ])rovision for reimbursing the agency carrying 
on the guaranteed student loan insurance program for a ])ortion of 
the administrative costs in<'nrred by it. The ])ayment may not excer 1 
1 per cent of the total amount of loans insured, and at least a quarior 
of the ])ayinent must be used to ])rovide field service for eligible lend- 
ers or to promote commercial lender partici])ation through guarantor 
services other than the insuring, reimbursing, or collecting of loans. 
Payments under this ]->rovisi()n shall be made at such time (but at 
least quarterly) and in such manner as the Commissioner may 
prescribe. 

TTnder subsection (c) of section 42fi. the ronimissioner enters into 
guarantee agreements with the State and non])rofit ]n'ivate institiutions 
and organizations with which he has agreements under subsection 
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(b) , under which he agrees to reimburse them for a nortion of the 
amount they expend paying off their insurance obligations. The por- 
tion to be reimbursed is 80 percent under the present law. Under the 
amendment y the reimbursement rate is 100 percent, except that after 
a State's "default rate" for the year reaches 7 percent, the reimburse- 
ment rate will bo 90 percent. For the first five years of operation of a 
new program, the reimbursement rate will be 100 per centum. 

Under present la,w, only i)avments with respect to losses of prin- 
cipal are considered but. under the amendment, lo^s of accrued 
interest are also included. 

Under the amendment, the guarantee agreement must include pro- 
visions for adequate and timely assistance by the parties to the agree- 
ment to States and lenders before the student loan goes into derauU, 

The guarantee agreement will be required to provide assurance that 
payments under the agreement will be deposited in or credited to the 
accounts maintained for purposes of section 422(c), the new provision^ 
for advances. 

The provision in subparagraph (E) of present law which permits 
the guarantee agreement to include other provisions has been dropped. 

Lnder present law, where payments arc made by a borrower on a 
loan with respect to wliich the Commissioner has made a payment 
under his guarantee agi-eement, the Commissioner receives his equita- 
ble share of the payments. Tlie amendment in paragraph (6) specifies 
what constitutes the Commissioner's equitable share of such pajrments. 
That share will be ^he amount remaining after deducting — 

(1) the percentage by which the guarantee payments fell short 
of 100 per cent, and 

(2) that portion of the costs of collection which has been reim- 
bursed under the new section 428(b) (3) or the costs of default 
prevention, but the amount deducted may not exceed 30 per cent. 
The costs of collection or default prevention are spelled out in 
detail and are only those directly related to these two activities. 

A new subsection (e) is added at the end of section 428. Under 
this subsection, whore there is no State student loan insurance pro- 
gram covered by an agreement with the Commissioner under subsec- 
tion (b) of this section, the Commissioner must consider and act upon 
any application submitted by a nonprofit private institution or 
organization .seeking an agreement under both subsections (b) and 

(c) for n student loan insnnince program for such State. The Com- 
missioner mu.st aet on the application within 90 days and immediately 
notify the Senate Labor and Public Welfare Committee and the 
House Committee on Kducntion and Labor if he denies the application. 

Section. 429. Certificate of Federal loan insurance — Effective date 
of insurance 

The provisions of this section in the present law are all retained in 
the amendment, but an additional provision is added. Tlie new provi- 
sion is one under which the Commissioner is directed to require each 
institution which certifies the borrower's eligibility to be advised of 
the insurance and the name of the lender. The Commissioner may 
satisfy this provision by requiring lenders to forward checks for loans 
directly to the borrower's educational institution for delivery to the 
borrower. 
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Section 1^30. Default of student under Federal loan inmrancc program 
A cluuige made by the anicndniont in this section is one which ex- 
tends fhe Commissioner's insurance liability to interest accrued to the 
date of payraent. Provision is also made for use of private collection 
agencies. 

Section 1^31. Inmtraitce fund 

Tho only clian«re made in this snbscTtion (other than a minor con- 
forming cliange) would limit the authority' of the Commissioner to 
borrow from the Ti^easury to such amounts as do not exceed limits 
contained in appropriation Acts, 

Section If32. Legal jwicers and respon^iihiUties 

This section retains its present i)r(>visions unchanged, but new data- 
pit her ing requirements are added to it. This new provision I'equii'es 
tho Commissioner and all insurers under part B to collect and accumu- 
late all data relating to loan volume insured and defaults reimbui'sed 
or default rates. This requirement applies to loans insui'ed after Octo- 
ber 1, 1976 or earlier if the nccessiiry tlata is retrievable. The data will 
be accumulated sepanitely for the various categories of lenders. 

Tho Commissioner will collect the data and will publish at least 
quarterly i*, repoit showing loan volume and default data for each 
category o^' lender. These reports will be separate for each insurer, 
and shall separate for each State, 

Section 433. Direct loans 

This se^^'tion, which provided direct loans for vocational school stu- 
dents, is dropped and a new section added in its place, 

,Ve w Section 433, State a-n d i 7)stitu t ion all ende rs 

Under subsection (a) of new section 438. a State or a State agency 
may not be a lender under the ])art unless it agrees not to make loans 
to more than one-half of the students at any educational institution 
who are not graduate or professional students. Under subsection (b) 
of the section an -educational institution may not act as a lender under 
tho part unless it agrees not to make loans to more than one-half of 
As students who are not graduate or jnofessional students, and that 
it will not make a loan to a student (other than a graduate or profes- 
sio!uil student) to whom it has not previously made a loan until the 
student has provided it with a statement from a conuuercial lender 
that he has sought a loan fvoin such lender, but was denied. 

This new section becomes effective July 1, 19YY, 

Section 434- Participation of Federal credit unions 
This section is unchanged. 

Section 435, Deftnitioixs for reduced-interest student loan inmrance 
program 

The term "institutions of higher education" is amended to qualify 
schools which admit students who are not high school graduates, but 
are beyond the age of compulsory school attendance. 

The definition of "eligible lender' is revised. Under existing law, 
the following are eligible lenders : 

(1) institutions of higher education, vocational schools, and 
similar schools outside the United States; 



27 



27 



(2) agencies and instrumentalities of the States; 

(3) financial and credit institutions which are govemmentally 
controlled, insurance companies, and pension funds. 

The amendment defines "eligible lender" in greater detail, and with 
some limitations. Under the amendment, eUgible lenders are the 
following : 

( 1 ) National or State banks, mutual savings banks, savings and 
loan associations, and credit unions, but if making insured stu- 
dents loans is not their primary consumer credit Junction. 

(2) Pension funds, as defined in the Emplor^es Retirement 
Income Security Act. 

(3) Insurance companies. 

(4) Any State and any State agency or private nonprofit 
agency which has signed an agreement under section 433(a). 

(5) Sallie Mae, but only for purposes of purchasing and hold- 
ing insured student loans. 

(6) Educational institutions which have signed an agreement 
under section 433(b), but only if they employ one person as a 
full-time financial aid officer, are not a home-study school, and 
meet additional criteria established by the Commissioner. 

This section also adds a definition of the terms "due deligence". 

Section 436. District of Columbia .student loan insuromce program 
Save for purely technical amendments, this section is unchanged. 

Section 437. Repayment by the Commissioner of loans of deceased or 
disabled borrowers 
This section is amended to provide that where a student loan is dis- 
charged in bankruptcy the Commissioner will pay the amount owed. 

Section 438, Eligibility of institutions 

This section is dropped, since other legislation would apply its pro- 
visions to other studeiit assistance programs. 

New section 438. Special allmaances 

At present the Emergency Insured Student Loan Act of 1069 pro- 
vides for the payment of a special allowance when the Secretary of 
HEW determines that inf^rest ratos on insured student loans are so 
low as to impede the carrying out of the insured student loan program, 
or as to be inequitable, considered in light of current economic condi- 
tions and the relevant money market. 

Under that Act, the Secretary of HEW sets a special allowance for 
the preceding calendar quarter based on the average unpaid balance 
of disbursed principal of all insured student loans held by the lender. 
The maximum allowance mry not exceed 3 percent per year. ^ 

Under this section, which takes the place of the old law, the payment 
of the special allowance will be automatic and will be computed ac- 
cording to the criteria in the Act. These criteria' provide that the spe- 
cial allowance will be 3.5 percent less than the bond equivalent rate 
for 90 day treasury bills sold during the 3-niontli period, rounded up- 
ward to the nearest one-eighth of 1 percent. However, the allowance 
may never exceed 5 |)ercent or be less than 1 percent. 

A new provision is added to encourage prompt payment of special 
allowances and student interest benefits under section 428(a). Under 
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this provision, if payment is not innde within ^iO days after a reciuest 
for payment which is accurate, timely, and complete, the sjjedal allow- 
ance is increased by the interest due on such payments. 

Section 439. Student Loan Marketing Association 

Except for a technical amendment, the only chancre made in this 
section is a provision pennitting a security intei-est in insured student 
loans created on behalf of the Association or the lender to be perfected 
either by taking possession of the loans or by filing notice of such se- 
curity interest in the manner provided by State law. 

S'erffot* .^JOA. Fh-c-yrar nondiHvlmnjeahUUy of ceriivn loan dchfs 

This section, wx ich is entirely new, provides that a loan under this 
pait may be released by a discharge hi bankruptcy only if the dis- 
charge occurs more thaji five yeai-s after the Imginning of the repay- 
ment period on the loan (excluding periods of suspension). Prior to 
that it may be ix^leased only if its payment from future income or other 
wealth wouhl not impose an undue hardship on the debtor or his de- 

endcnts. This section applies only to proceedings begun more than 30 

ays after the date of enactment. 

i^ectiati J of the Bill, li.vfe)hsioti of existing /rnr 

This section extends, until the end of fiscal year 1077, the special 
allowance provisions of the. Emergency Insured .Student Ivoan Act 
of 1961), and extends through the transition quarter the authority to 
insure loans and to make interest payments thereon imder part B 
of title IV of the Higher Education Act of VMyiK The effect of these 
extensions is to e.xtend the existing provisions of law and the existing 
programs throngli September :>0, 1076, without change. 

Section 4 of the BiU, Repeal of Emergency In,surv<J Stadent Loan Act 
This section repeals the Emergency In.sui"ed Student Loan Act of 
1060, efi'ecti ve October 1, 1077. 

Section of the HilL El^gihilHy for hit r refit payments 

This section provides that on and after October 1, 1977, the adjusted 
family income which nniy be received without disqualifying a stu- 
dent iFor an interest sul>sidy is not to exceed $25,000 a year. As men- 
tioned earlier, this figure will he $20,000 a year imtil that date. 

Section G of the BilL Effe-ctire dates 

The levision of part. B will become effective October 1. 1976, except 
that the provisions for advances imder section 422(c), for adminis- 
trative cost allowances under section 428(b)(3), and for changes hi 
ijiterost subsidies will become effective October 1, 1977. 

Where a change- made by tlie bill relates to student loans, it will 
apply both to outstanding loans or new loans, except that the changes 
listed specifically in the section will api)ly only to new loans. 

Ohanoes in Extstino Law Made by the Btlt.. As Reported 

In compliance with clau.se 3 of Rule XTII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as re- 
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing law 
in which no change is proposed is shown in roman) : 
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PART B, TITTLE IV OF THE HIGHER EDUCATION ACT 

OF 1965 

Pakt B — Federau State, and Private Proor^\ms of Low-Interest 
Insured IjOANs to Stidents in Institutions of Higher Educa- 
tion 

statement of purpose and appropriations authorizlo 

Sec. 421, (a) The purpose of this part is to enable the pommis- 
sioner (1) to encourage St^itcs and nonprofit private institutions and 
organizations to establish adequate loan insurance programs for stu- 
dents in eligible institutions (as defined in section 435), (2) to provide 
a Foileral program of student loan insurance for students or lenders 
who do not have reasonable access to a State or private nonprofit pro- 
gram of student loan insurance covered by an agreement under section 
428(b), (3) to pay a portion of the interest on loans to qualified stu- 
dents which are made by a State under a direct loan pro-am meeting 
the requirements of section 428(a) (1) (B), or which are insured under 
this part or under a pmgram of a State or of a nonprofit private insti- 
tution or organization which meets the requirements of section 428(a) 
(1) (C), and (4) to guai-nntee a poiiion of each loan insured under a 
program of a State or of a nonprofit pri vate institution or organization 
which meets the requirements of section 428(a) (1) (C) . 

(b) For the puq^ose of carrying out this part — 

(1) there are authorized to be appropriated to the student loan 
insurance fund (established by section 431) (A) the sum of $1,-; 
000,000, and (B) such further sums, if any, as may become nec- 
essary for the adequacy of the student loan insurance fund, 

(2) there are authorized to he appropriated, for payments 
under section 428 with respect to interest [and administrative cost 
allowances] on student loans and for payments under section 437, 
such sums for the fiscal year ending June 30. 1066, and succeeding 
fiscal years* as may l)e required thei-efor, 

(3) * there is authorized to be appropriated the sum of $17,500,000 
for making advances pui-suant to section 422 for the i-escrve funds 
of State and nonprofit private student loan insurance programs, 
[and] 

[(4) there is authorized to be appropriated the sum of $12,500,- 
000 for making advances after June 30, 1068,^ursuant to S'.^ction 
422 for the reserve funds of State and nonprofit private student 
loan insui ance progi ams.] 

(4) there tire aufhorizrd to he approprmted {A) the sum of 
$12,500,000 forw-dhhff advan/'es after Jvnr 30, 1968^ purmant to 
scrtioh If22 (a) and (6), and (B) xnrh sinn,^ n.H mmj he meceasai^j 
for ffwkmf/ fuJravre^< purHimnt to section Jf22(r), for the reserve 
funds of State and nonproft private student loan insvrance pro-, 
(/7'ams.and 

(6) there are authorized to he appropriated mch siims as may 
he neeessary for the purpose of paying an adminlstmtive cost al- 
loxiiance In aceordanee in'th serthv i38(h) (3) to State and non- 
proft prlrnte institutions and organizations mith irhlnh the Com- 
mission has an agreement under section 4£8 (h). 
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bums appropriated under cljiiises (1), (2), [and] {4:),a7ul (5) of this 
subsection sluill reiiuiin jivjiilnblo until expondtMl, and sums appro- 
priated under clause (il) of this subsection shall remain available for 
advances under section 422 until the close of the fiscal vear endincr 
June30, 196S. " 
( c) For purposes of carrying out this part — 

( / ) the Coviviissioncr shall develop and execute a plan designed 
to entourage the establishment of a student loan insurance pro- 
gram by each State which does not have such a program cavered 
by an agreement pursuant toscctimiJf28(h) ; 

{2) the Commissianer shall make a report to the Congress 
within nineiy days after the ejwctvient of the &iiaranteed Student 
Loan Ameiulment}^ of .W7(k containing a description of the plan 
developed according to paragraph (1) accompanied by a time- 
table for the (xecntion of such plan; and 

(r3) the Commissioner shall make a report to the Congress be- 
fore J rJO, 1977. vdrich shall include— 

(A) a description of the activities the Comviissio^ier and 
his designees' hare undertaken pursuant to paragraph (i), 

(//)</ description of such Sltate^s plans to establish a pro- 
r/ram meeting the requirements of section 4^8{b)^ or alter- 
natively, a presentation of the reasons such a plan is not un- 
der its active consideration^ and 

(C) the Commissioner s recommendations to the Congress 
as to what changes in lan\ regulation^ or policy loould encour- 
age the establishment of such a program, in all States with- 
out sach programs. 

AnVAXCKS KOIt IIKSKRVK I I XDS OK SI ATK AX» NONPROFIT PRIVATE 
LOAN IXki:KAN-(T-: PUOGKAMS 

Sr.r. 422. (a)(1) From the sums appropriated pursuant to clauses 
(3) and (4) of section 421 (b) . the Commissioner is authorized to make 
ad\Ti»vjos to any State with wliicli he lias made an agreement pursuant 
to section 428(b) for the purpose of helping to establisli or strengthen 
the reserve fmid of the student loan insurance program covered by 
that agreement. If for any fiscal year a State does not have a student 
loan iiisuran(M» program covered by an agreement made pursuant to 
section 428 (l>). and the Commissioner determines after consultation 
with the chief executive officer of that State that there is no reasonable 
likelihood that the State will have such a student loan insurance pro- 
gram for s!ich year, the Commissioner may make advances for such 
year for the same purpose to one or nmre nonprofit private institutions 
or organizations witli which he has made an agreement pursuant to 
section 428(h) in order to enable students in tlie State to participate 
in a program of student loan insurance covered by such an agreement. 
The Commissioner may make advances under this subsection both 
to a State prf>gram (with which he has such an agreement) and to 
one or more nonprofit private institutions or organizations (with 
wliich lie has such an agreement) in that State if he determines tlnit 
such advances are necessary in order that Students in each eligible 
institution have access through such institution to a student loan in- 
surance program whicli meets the requirement of section 428(b)(1). 
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(2) No advance shall be made after June 30, 1968, unless matched 
by an equal amount from non-Federal sources. Such equal amount may 
include the unencumbered non-Federal portion of a reserve fund. As 
used in the preceding sentence, the term "unencumbered non-Federal 
portion" means the amount (determined as of the time immediately 
preceding the making of the advance) of the reserve fmid less the 
greater of (A) the sum of (i) advances made under this section prior 
to July 1, 1968, (ii) an amount equal to twice the amount of advances 
made under this section after June 30, 1968, and before the advance for 
purposes of which the determination is made, and (iii) the proceeds of 
earning on advances made under this section, or (B) any amount 
which IS required to be maintained in such fund pursuant to State law 
or regulation, or by agreement with lenders, as a reserve against the 
insurance of outstanding loans. 

(3) Advances pursuant to this subsection shall be upon such terms 
and conditions (including conditions relating to the time or times 
of payment) consistent with the requirements of section 428(b) as the 
Commissioner determines will best carry out the purposes ox this sec- 
tion. Advances made by the Commissioner under this subsection shall 
be repaid within such period as the Commissioner may deem to be 
appropriate in each case in the light of the maturity and solvency of 
the reserve fund for which the advance was made. 

(b) (1) 'The total of the advances to any State prior to July 1, 1968, 
pursuant to subsection (a) may not exceed an amount which bears the 
same ratio to 2V^ per centum of $700,000,000 the population of that 
State aged eighteen to twenty -two, inclusive, 'bears to the total popu- 
lation of all the States aged eighteen to twenty-two, inclusive. The 
amount available, however, for advances to any State for each fiscal 
year ending prior to July 1, 1968, shall not be less than $25,000, and 
any additional funds needed to meet this requirement shall be derived 
by proportionately re<lucing (but not below $25,000 per year) the 
amount available for advances to each of the remaining States. Ad- 
vances to nonprofit private institutions and organizations prior to 
July 1, 1968, pui^suant to subsection (a) may be in such amounts as 
the Commissioner determines will best achieve the purposes for which 
they are made, except that the sum of (1) advances to such institu- 
tions and organizations for the benefit of students in any State plus 
(2 ) the amounts advanced to such State, may not exceed the maximum 
amount which may be advanced to that State pursuant to the first two 
sentences of this subsection. 

(2) The total of the advances from the sums appropriated pursuant 
to clause (4) of section 421(b) (A) to nonprofit private institutions 
and organizations for the benefit or students in any State and (B) to 
such State may not exceed an amount which bears the same ratio to 
such sums as the population of such State aged eighteen to twenty-two, 
inclusive, bears to the population of all the States aged eighteen to 
twenty-two, inclusive, but such advances may otherwise be in such 
amounts as the Commissioner determines will best achieve the pur- 
poses for which they are made. The amount availaible, however, for 
advances to any State shall not be less than $25,000, and any additional 
funds needed to -meet this requirement shall be derived by propor- 
tionately reducing (but not below $25,000) the amount available for 
advances to each of the remaining States. 



32 



{:\) For the purposes of this subsection, the population nged eight- 
een to twenty-two, inclusive, of each State and of all the States shall 
Im» determined by tlie Commissioner on the basis of the niost recent 
sntisfnctoiT data available to him. 

{r){I) From »iims appropruded pursvmit to secH^n 4£I (b)(4) 
(B), the Carnmissioner shall advance to each State ichkh has on 
agreement with the Comm-ksioner under section J^8(c) mth inspect 
to a Htndcnt loan insurame program^ an amount determi ned Iv ai cord- 
anre mth paragraph (2) of this subsection, to be used for the purpose 
of m/ikin^ paxjm^nts under the Staters insurawc obligations under 
such program, 

(2) (A) Except as provided in subparagraph (B), the a^nount to 
be adranred to each such State shall be equcd to the greater of (i) 
SSO/MX). or ( ii) JO j>er eentum- of the ]rrincipal amount insured by such 
agency on those Joans on which the first paymetit of primci'iKil became 
due during the fiscal year immediately preceding the fiscal year in 
which the advance is made. 

(Ii) The amount of any advance determdned according to suhpara- 
gra.ph (A) of this paragraph shall be reduced by (i) the amount of 
any advamce or (uh^ances made to such State pursuant to this suhsee- 
tio7i at an earlier date^ and (ii) the- amount of the uns]yent balance of 
the advances m^ide to a State pursuant to subsection (a). 

(C) For purposes of subparagra.ph (B) the unspent balance of the 
advances made to a State pursuant to subsection (a) shall be that por- 
tion of the balance of the State's reserve fund (remoinin/jf at the time 
of the Staters first request for an advance pursu/mt to this subsection) 
which bears the same ratio to such balance as the Federal advances 
m/ide and not returned hy such State^ purstmnt to svbsectioyi (ff), 
hears to the total of all past contributions to such reserve fund from 
all sources (other than interest on investment of any portion of the 
resei've fund) contrihuted since the date such State executed, an agree- 
ment jrurfiua.nt to section. ^28(h), 

(3) The earnings^ if any^ on any investments of advancefi received 
pnrsuont to this suhscctimi must be used for mohing payments under 
the Staters insurance obligations, 

(Jf.)(A) No repayment of any advances made jrursuant to this svh- 
section shall he required until such time as the sum of the advances 
under this Huhsrrfion exceeds 20 per centmn of the State\s outstandin/j 
insurance old i gat ion determined in accordance with sid>para graph 
(B) of this paragraph. 

(Ii) For purposes of this pavajgraph^ a- State/ s outstanding insur- 
ance ohUgation shall he detennined by snbtractimcj from the total p7vn- 
cipal amount of loans insuird hy the State since it entered into an 
agreement pursuant to section ji38(b)^ the total pi^incipal amount of 
loans insured hy such State ivhich have been fully repaid- hy the bor- 
rower^ the State itself, or the Oommissioner^ and loans which have 
been canceled. 

(0) At such time as advances pursuant to this subsection reach tlie 
level indicated in subparagraph (A) of this paragraph^ the amount 
of any excess shall hr paid over to the Commissioner in a lump sum at 
the beginning of each fiscal year for deposit in the fund established by 
section Ji3I. 
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(5) Advances purnuaut to this subsection shcJl he made to a State — 
(-4) in the case of a State which is actively carrying on a pro- 
gram under an agreement p^ursuant to section 4S^{b) which was 
entered into before the effective date of this subsection^ upon 
mch date a^ such. State may request, but not before October i, 
1977^ and on the same day of each of the two §ucceeding calendar 
years after the date so reque^^d; and 

(B) in the case of a St/ite ichich enters into an agreement pur- 
suant to section 4^8(b) on or after the effective date of this sub- 
section, upon such date a^ such State may request^ but not before 
October 7, 1977. and on the same day of each of the four succeed- 
ing calendar years after the date so requested of the advance, 

(6) {A) If for any fiscal year a State does not Jvave a student loan 
rn-surance program covered by an agreement made pursuant to sec- 
tion 4^(6) , and the Commissioner determines after consultation with 
the chief executive office of the State that there is no reasonable like- 
lihood that the State will have such a student loan insurance program 
for such year^ the Commissioner may make odvaTVces pursuant to this 
subsection for such year for the same purpose to one or more nonprofit 
private institutions or organizations with which he had mode an agree- 
ment pursuant to subsection (^), as well as subjection (6), of section 
4^8 and subparagraph (B) of this paragraph in order to enable stu- 
dents in that State to participate in a program of student loan insur- 
ance covered by such agreements. 

(B) The Commissioner may enter into an agi^ement with a private 
nonprofit institution or organization for purposes of this paragraph 
under ichich such institution or organization — 

(i) agrees to establish within sttch State at least one office with 
sufficient staff to handle written and telephone inquiries from stu-- 
dents ^ eligible lenders^ and other persanst in the State^ to en- 
courage maooimurti commercial lender participation within the 
State ^ and to conduct periodic lusits to at least the major eligible 
lending i^fUiti tut ions within the State^ 

(ii) a-gree that its insurance will not be denied any student 
because of his choice of eligible education institution or the stu- 



(Hi) certifies that it is neither an educational institution^ nor 
has any substantial affiliation loith an educational institution. 



Sec. 423. (a) Except as provided in subsection (b), the Commis- 
sioner shall not issue certificates of insurance under section 429 to 
lenders in a State if he determines that every eligible institution has 
reasonable access in that State to a State or private nonprofit student 
loan insurance program whicli is covered by an agreement under sec- 
tion 428(b). 

(b) The Commissioner may issue certificates of insurance under 
section 429 to a lender in a State — 

(1) for insurance of a loan made to a student borrower who 
does not, by reason of his residence, have access to loan insurance 
under the loan insurance program of such State (or under any pri- 
vate nonprofit loan insurance program which has received an ad- 




EFFECTS OF ADEQUATK XON' -FEDERAL PROGRAMS 
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vi^nco under section 4-22 for the benefit of students in such State), 
or 

(2) for insurance of all of the loans made to student borrowers 
by a lender who satisfies the Commissioner that, by reason of the 
residence of such borrowei-s. he will not have access to any single 
State or nonprofit private loiwi insurance program which will in- 
sure substiintially all of the loans he intends to make to such stu- 
dent borrowers. 

SCOPE AND DUILVTION* OK KKPtOLM. LOAN INSURANCE PROGRAM 

Sec. 424. (a) The total principal amount of new loans made and 
installments paid pui-suant to lines of :. redit (as defined in section 435) 
to students covered by Federal loan insumnce under this part shall not 
exceed $1,4(X),()0().0()0 for the fiscal year ending June 30, 1972, 
$1,6()0,000,00{) for the fisc^il year Juno 30, 1973, $1,800,000,000 for the 
fiscal year ending June 30, 1974, and $2,000,000,000 [each for the 
fiscal year ending June 30, 1975, for the fiscal year ending June 30, 
1J)7G, and for the period beginning July 1, 1976, and enduig Septem- 
ber 30, 1970] e(/<ih for the fHcal year.s ending June 30^ and 
1076, and $2J)0OJ)0OJ()00 for the per'tcd from Jidy i, 1976, to Septem- 
ber SO, 1076^ and for each of the meceedhnjg fiscal years ending prior 
to October /, 1080} Thereafter, Federal loan insurance pursuant to 
this part may be granted only for loans made (or for loan installments 
paid pursuant to lines of ci-edit ) to enable students, who have obtained 
prior loans insui-ed under this part, to continue or complete their edu- 
cational prograni: but no insurance may be granted for any loan 
nuide or mstallment paid after June 30, [1979.] 108J^. 

(b) The Conuui.ssioner nnty, if he finds it necessary to do so in order 
to assure an ecpiitablo distribution of the benefits of this part, assign, 
within the maximum amounts specified in subsection (a). Federal loan 
insurance (piotas applicable to eligible lenders, or to States or areas, and 
may from time to tune reassign unused portions of these quotas. 

LlMIT.VnONS ON INDlVmUAL FKUKRALLY INSURKD IX)ANS AND ON 
FEDERAL LOAN INSURANCE 

[Sec. 425. (a) The total of the loans made to a student in any aca- 
demic year or its equivalent (as determined under regulations of the 
Commissioner) which may be covered by Federal loan insurance under 
this part may not exceed $2,500, except in cases where the Commis- 
sioner determines, pui-suant to regulations prescribed by him, that a 
higher amount is v:arranted in order to carry out the purposes of this 
part with* respect to students engaged in specialized training requiring 
exceptionally high costs of education. The aggregate insured unpaid 
principal amount for all such insured loans made to any student shall 
not at any time exceed $7,500, in the case of any student who has not 
successfully completed a pmgram of undergraduate education, and 
$10,000 in the case of any graduate or professional student (as defined 



*>f enflotmpnt of this hlll. and untU the effective date of Rcetion 2 
of thj> bill. (aH repreftonted above) this section would be amended to extend the authority 
to iiMike I<JanB through the traiiRition quarter by Htrikinfr out ''for the aseal year endinfc 
i""** .Si* ?5Z5 * I^^^ inserting? in lieu thereof the following?: "eaeh for the fiseal 3*ear ending 
i^it •^•^^"^5; ***** ^^^^^ >'^^^ ending June ao. 1070. and for the period hefifinnlnff July 1, 
197«. and ending September 30. IftTO". 
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by regulations of the Commissioner and including any loans which 
are insured by the Commissioner under this part or by a State or non- 
profit institution or organization with which the Commissioner has 
an agreement under section 428(b) made to such person before he be- 
came a graduate or professional student). The annual insurable limit 
per student shall not be deemed to be exceeded by a line of credit under 
which actual paynients by the lender to the borrower will not be made 
in any years in excess of the annual limit J 

Sec. JiZ5. (a) (/ ) The total of loans made to a atvdent in any academic 
year or its equiralent {oh determined by the Commisioner} which may 
be covered by Federal loan insurance under this part may* not exceed 
$2J5O0 hi the ca^e of a student who has not successfully completed a 
program of undergraduate education^ or $5,000 in the case of a grad- 
uate or professional student (as defined in regulations of the Com- 
missioner) , except that — 

(^4) 171 the case of a loan to a student who has not successfully 
completed a program of undei'graduafe education which is node 
under a State student loam, program described in section JiS6{g) 
(1)(D) or ichich is made or originated {as defined i/n section 
4^?3{b) (2) ) by an eligible institution, the loan may not exceed the 
lesser of $2,500 or 50 per centum of the estimated cost of attend- 
ance (calculated in accordance with the provisions of section 
I^8{a)(2){C)(i)), 

(B) in the case of a loan made or originated (as defined in sec- 
tion ^33(h)(2)) by an eligible institution which is made to a 
student for his first academic year of postsecondary education^ 
the loan may exceed $1J)00 only if it is to be disbursed in two or 
more installments none of which exceeds one-half of f:Jie laan^ 
with the i Interval between the first and second of such installments 
being ? .> ^t less than one-third of the period of enrollm>ent for which 
the student received the loan^ and 

(C) in cases \rheve the O 07n miss ion/" r determines^ pursuant to 
regiJutions prescribed by him., that a higher amount is warranted 
in order to rat^y out the pu7*poses of this part with respect to 
studentJi engaged in specialized training requiring exceptionally 
high costs of education. 

The ((tinwil insurable limit pei' student shall not be deemed to be 
exceeded hy a line of credit under vjhich actual payments by the lender 
to the borrower will not be made in any year in excess of the annual 
limit. 

(2) The aggregate insured unpaid nrincipal amount for all such 
insured loans made to any stv/lent shall not at any time exceed $7^00^ 
in the case of any student who has not successfidly completed a pro- 
gram of undergraduate educatio7K and $15fiO0 in the case of any 
graduate or jywfesstional student (as defined, by regulations of the 
Comanissioner and including any loans which are insured by tlie Com- 
missioner under this part or by a State or nonprofit institution or 
organization with which the Commissioner has an agreement under 
section 4^8(b) made to su/fh j^erson befai^c he became a graduate or 
professional student) . 

(b) The insurance liability on any loan insured by the Commis- 
sioner under this pait shall be 100 per centmn of the tmpaid balance 
of the principal ainoimt of the loan, plus interest. The full faith and 
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credit of the United States is pledged to the payment of all amounts 
which may be required to be paid imder the provisions of section 430 
or 437 of this part 

SOURCES OF FTXDS 

Sec. 426. Loans made by eligible lenders in accordance with this part 
shall be insurable by the Coniniissioncr whether made from funds 
fully owned by the lender or from funds held by the lender in a trust 
or similar capacity- and available for such loans. 

EUGIBILITY OP STCDEXT BORRO^TiRS ANT> TERMS OF FEDERALLY 
INSURED STUDEXT LOAXS 

Sec- 427. (a) A loan by an eligible lender shall uii insurable by the 
Commissioner under the provisions of this part only if — 

(1) made to a student who (A) has been accepted for enroll- 
ment at an eligible institution or, in the case of a student already 
attending such institution, is in good standing there as deter- 
mined by the institution, [andj (B) is carrying at least one-half 
of the normal full-time workload as determined oy the institution, 
and {C) has agreed to notify promptly the holder of the loan 
concerning any change of address ; and 

(2) evidenced bv a note or other written agreement which — 

(A) is ma(le without security and without endorsement, 
except that if the borrower is a minor and such note or other 
written agreement executed by him would not, under the 
applicable law, create a binding obligation, endorsement may 
be required, 

(B) pro\4des for repayment (except as provided in sub- 
section (c)) of the principal amount of the loan in install- 
ments over a period of not less than five years (unless sooner 
repaid) nor more than ten years l)eginning not earlier than 
nine months nor later than one year after the date on which 
the student ceases to carry at an eligible institution at least 
one-half the normal full-time academic workload as deter- 
mined by the institution, [except (i) as provided in clause 
(C) below, (ii) that the period of the loan may not exceed 
fifteen years from the execution of the note or written agree- 
nient evidencing it, and (iii) that the note or other written 
instrument may contain such provisions relating to repay- 
ment in the event of default in the payment of interest or m 
the payment of the cost of insurance premiums, or other 
default by the borrower, as may l>e authorized by regula- 
tions of the Commissioner in effect at the time the loan is 
made,] except — 

{i) m provided m clause (C) helow^ 

(if ) that the period of the loan may not exceed fifteen 
years from the execution of the note or written agree- 
inent evidencing it. 

(Hi) that the vote or other written instrument may 
contain such provisions relating to repayment in the 
evejit of default in the payment of interest or in the pay- 
ment of the cost of insurance pi^miums^ or other default 
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J// the horroicer, as may he aiUhorized hy regulations of 
the Commissioner in effect at the time the loan is m^e, 
and 

(iv) that the lender and the student^ after the student 
ceases to carry at an eligible institution at least one-half 
the normal full-time academic xcorldoad as determine 
by the institution^ may agree to a repayment schedule 
whJch begins earlier^ or is of shorter duratio^u than re- 
-quired by this subparagraph, except that such Ic-rn shall 
not be in dejaiilt because of the students failure to fulfiU 
the requirements of such a repayment schedule until the 
lender offers to the borroicer in tenting an alternative 
repayment schedule which meets the requirements of this 
subparagraph* and the borroicer has refused to agree to 
the terms of such alternative repayment schedule^ 

(C) provides that periodic installments of principal need 
not bo paid, but interest shall accrue and be paid, during any 
period (i) during which the borrower is pursuing: a full- 
time course of study at an "eligible institution", (ii) not in 
excess of three years during which the borroTrer is a mem- 
ber of the Armed Forces of the United Sta^.es, (iii) not in 
excess of three years during which the borrower is in service 
as a volunteer under the Peace Corps Act, [or] (iv) not in 
excess of three years during which the borrower is in service 
as a full-time volunteer under [title VIII of the Economic 
Opportunity Act of 1964J the Domestic Volunteer Service 
Act of 1973^ or (r) during a single period, not in excess of 
twelve months, at the request of the borroicer and with the 
consent of the holder* during irhich the borrmcer is seeking 
and unable to find full-time employment, and any such period 
shall not be included in determining the ten-year period or 
the fifteen-year period provided in clause (B) above, 

(D) provides for interest on the impaid principal balance 
of the loan at a yearly rate, not exceeding the applicable 
maximum rate proscril>cd and defined by the Secretary 
(within the limits set fon i in sul'>section (b)) on a national, 
regional, or other appropriate basis, which interest shall be 
payable in instj>Mments over the period of the loan except 
that, if provided in the note or other written agreement, an'^* 
interest payable by the student may be deferred until not 
later than the date upon which repayment of the first install- 
ment of principal falls due, in which case interest that has 
so accrued during that periocl may be added on that date to 
the principal. * 

(E) provides that the lender will not collect or attempt to 
collect from the liorrower any portion of the interest on the 
note which is payable by the Commissioner under this part, 
and that the lender will enter into such agreements with the 
Commissioner as may be necessary for the purposes of sec- 
tion 437. 

(F^ entitles the student borrower to accelerate without 
pennlty repayment of the whole or any part of the loan, 
[and3 
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(G) provides^ in the case of a lean rriade <ift€r October i, 
1976^ that the horrawer shaU within four months after ceas- 
iiig to carry at an eligible institution at least one-half the nor- 
mal full'tiTne academic workload as determined by the insti- 
tutimi^ contact the holder of his loan to negotiate the terms 
of his repayment obligations^ 

(H) provides that the funds borrowed by a student will be 
disbursed by check requiring the endorsement of such student, 
and that such student will sign^ prior to such disbursement, 
a notice stating that endorsement constitutes acceptance by 
the student of the obligation to repay the loan and setting 
forth the substance of the provisions of law goceming the 
terms and conditions of repayment., and 

r(Gr)l (/) contains such other terms and conditions, con- 
sistent with the provisions of this part and with tlie regula- 
tions issued by the Commissioner pursuant to this part, as 
may be agreea upon by the parties to such loan, including, 
if agreed upon, a provision re(][uiring the borrower to pay to 
the lender, in addition to prmcipal and interest, amounts 
equal to the insurance premiums payable by the lender to 
tlie Commissioner with respect to such loan. 

(b) No maximwn rate of interest prescribed and defined by the 
Secretary for the purposes of clause (2) (D) of subsection ^a) may 
exceed 7 per centuin per annum on the unpaid principal balance of 
the loan. 

(c) The total of the payments by a borrower during any year of 
any rep^iyment period with respect to the aggregate amount of all 
loans to that borrower which are insured under this part[, or which 
are made by a State or the Commissioner under section 425 (a) (1) (B) 
or 433, respectively, shall not be less tlian $360 or the balance of all 
of such loans (together with interest therein)] shall not be less^ unless 
the borrower and the lender othencise agree^ than $S60 or the balance 
of all of such loans {together with interest thereon)^ whichever 
amount is less. 

FEDERAL PATi^IKNI^ 1X> REDUC P. STtTDENT lNTERI':sT COSTS 

Sec. 428. (a)(1) Each student who has received a loan for study 
at an eligible institution — 

(A) which is insured by the Commissioner under this part; 

(B) which was made tuuler a State student loan program 
(meetihg criteria prescribed by the Commissioner), and which 
was contracted for, and paid to the student, withm the period 
specified by paracrrJiph (5) ; or 

(C) which is insured under a program of a State or of a non- 
profit private institution or orf^anization which was contracted 
for. and paid to the student, within the ]>eriod specified in para- 
graph (r>). and which — 

(i) in the case of a loan insured prior to July 1, 1967, was 
made .by an eligible lender and is instired under a program 
which meets the requirements of subparagraph (E) of sub- 
section fb)(l) and provides that repayment of such loan 
shall be in installments beginning not earlier than sixty days 
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after the student reasc»s to pursue a course of study (as de- 
scribed in subparagraph (U) of subsection (b)(1)) at an 
eligible institution, or 

(ii) in the case of ii loan insured after June 30, 1967, is 
insured under a pro^rrain covered by an a^eement made pur- 
suant to subsection (b), 
shall be entitled to liave paid on his behalf and for his account to the 
holder of the loan a portion of the interest on such loan [at the time of 
execution of the note or written ajrreement evidencing such loan] 
under circumstances dei^crilxjd in paragraph (2). 

(2) (A) Each student qualifynig for a portion of an interest pay- 
ment under paragrapli ( 1 ) shall — 

(i) have provided to the lender a statement from the eligible 
institution, at which the student has been accepted for enrollment, 
or at which lie is in attendance in good standing (as determined by 
such institution ) , which — 

(I) sets forth such student's estimated costs of attendance 
and 

(II) sets forth such student's estimated financial assist- 
ance; and 

(ii) meet the requirements of subparagraph (B), 

(B) For the purposes of clause (ii) of subparagraph (A), a sbi> 
dent shall qualify for a portion of an interest payment under para- 
graph (1) if such student's adjusted family income at the time of 
execution of the note or written iigreeniont evidencing such loan — 

(i) is less than [$15,000, and — 

C{I) the amount of such loan would not cause the total 
amount of the student's loans insured by the Commissioner 
under this part or by a State or nonprofit private institution 
or organization which has an agreement under subsection (b) 
to exceed $2,000 in any academic year, or its equivalent, or 

C(II) the amoinit of such loan would cause the total 
amounts of the loans <lescril)ed in clause (I) of this subpara- 
graph of that student to exceed $2,000 in any academic year 
or its equivalent, and the eligible institution has provided, 
with i-espect to the amount of such loans in excess oi' $2,000, 
the lender with a statement recommending the amount of 
sucli excess; or] $20P00j ^ ov 

(ii) is equal to or greater than [$15,000] $20m0^ and the 
eligible institution has provided the lender with a statement 
evidencing a determination of need and recommending a loan in 
the amount of such need. 

(C) For the purposes of paragraph (1) and this paragraph — 

( i ) a student's estimated cost of attendance means, for the period 
for which the loan is sought, the tuition and fees appliic*al)le to 
such student together with the institution's estimate of other 
expenses reasonably related to attendance at such institution, in- 
cluding, but not limited to, the cost of room and board, reasonable 
commuting costs, and costs for books ; 

(ii) a student's estimated financial assistance means, for the 
period for which the loan is sought, the amoimt of assistance such 



to V??mw"^ October 1. 1077. this section Ik further amended to raise this $20,000 ceilinc 
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student will receive under parts C, and E of this title, plus 
other scholarship, grant, or loan assistance; 

(iii) the term "eligible institution" when used with respect to 
a student is the eligiole institution at wliich the student has been 
accepted for enrollment or, in the case of a student who is in 
attendance at such an institution is in good standing (as deter- 
mined by such institution) ; 

(iv) the determination of need and the amount of a loan rec- 
ommended by an eligible institution under subparagraph (B) (ii) 
Tand the amount of loans in excess of $2,000 recommer Ird by an 
eligible institution under subparagraph ,(B) (i)Xn)ljwith_^^^ 
spect to a student shall be determmed by subtracting from the 
estimated cost of attendance at such institution the total of the 
expected family contribution with respect to such student (as 
determined by means other than one formulated by the Commis- 
sioner imder subpart 1 of part A of this title) plus any other 
resources or student financial assistance i^asonably available tc 
such student, 

(D) [In addition, the Commissioner shall pay an administrative 
cost allowance in the amount established by paragraph (3) (B) of this 
subsection with ri^pect to loans to any student witnout regard to the 
borrower's need.l For the purposes of this paragraph, the adjusted 
family mcome of i student shall be determined pursuant to regulations 
of the Commissioner in effect at the time of the execution of the note 
or written agreement evidencing the loan. Such regulations shall pro- 
vide for takmg into account such factors, including family size, as the 
Commissioner deems appropriate. In the absence of fraud by the 
lender, such determination of the need of a student under this para- 
graph shall be final insofar as *it concerns the obligation of the Com- 
missioner to pay the holder of a loan a portion of the interest on the 
loan. ^ 

(3)[(A)3 The poition of the interest on a loan which a student 
is entitled to have paid on his behalf and for his account to the holder 
of the loan pursuant to paragraph (1) of this subsection shall be equal 
to the total amount of the interest on the unpaid principal amount of 
the loan which accrues prior to the beginning of the repayment period 
of the loan, or which accmes during a ]period in which principal need 
not be paid (whether or not such principal is in fact paid) by reason 
of a provision described in subsection t(e) J {b)(l) (M) of this section 
or in section 427(a) (2) (C) ; but such portion of the interest, on a loan 
shall not exceed, for any period, the amount of the interest on that 
loan which is payable by the student after taking into consideration 
the amount of any interest on that loan whicih the student is entitled 
to have paid on his behalf for that period under any State or private 
loan insurance program. The holder of a loan with respect to which 
payments are required to be made under this section shall be deemed 
to have a contractual right, as against the United States, to receive 
from the Commissioner the portion of interest which has been so 
determined fand the administrative cost allowance payable under this 
subsection^. Tlie Commissioner shjill pay this portion of the interest 
[and administrative cx)St allowance] to the holder of the loan on 
behalf of and for the account of the borrower at such times as may 
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i in regulations in force when tihe applicable agreement 

entered into pursuant to subsection (b) was made, or, if the loan was 
m^de by a State or is insured under a program which is not covered 
by such an agreement, at tsuch times as may be specified in regulations 
iri f orceat the time the loan was paid to the student. 

C(B) If (i) a State student loan insurance program is covered by 
an agreement under subsection (b), (ii) a statute of such program 
to a rate which is less than 7 per centum per annian on the unpaid 
, principal balance, and (iii) the Coramissioner determines that section 
'428(d) does not make such statutory limitation inapplicable and that 
such statutory limitation threatens to impede the carrying out of the 
-- purposes of this pait, then he majr p 

ance to the holder of each loan which is insured under such program 
and which is made during the period beginning on the sixtieth day 
after the date of enactment of the Higher Education Amendments 
of 1968 and ending 120 da.ys after the adjournment of such State's 
first regular legislative session which adjourns after January 1, 1969. 
Such administrative cost allowance shall be paid over the term of the 
loan in an amount per annum (determined by the Commissioner) 
which shall not exceed 1 per centum of the unpaid principal balance 
of the loan.] 

(4) Each holder of a loan with respect to which jjayments of in- 
terest [or of administrative cost allowances] are required to be made 
by the Commissioner shall submit to the Commissioner, at such time 
or times and in such manner as he may prescribe, statements contain- 
ing such information as may be required by or pursuant to regula- 
tion for the purpose of enabling the Commissioner to determine the 
amount of the payment which he must make with respect to that loan. 

(5) The period referred to in subparagraph (B) and (C) of para- 
^aph (1) of this subsection shall begin on the date of enactment of 
this Act and ond at the close of [September 30, 1976] ^ September 30, 
1980, except that, in the case of a loan made or insured under a student 
loan or loan insurance program to enable a student who has obtained 
a prior loan made or insured under such program to continue his 
educational program, such period shall end at the close of [June 30, 
\^"l^lSepte7nl>er30,W8i. 

(6) No payment may be made under this section with respect to 
the interest on a loan made from a student loan fund established 
imder title II of the National Defense Education Act of 1968 or part 
E of this title. 

(7) Nothing in this or any o'.her Act shall be construed to prohibit 
or require unless otherwise specifically provided by law, a lender to 
evaluate the total financial situation of a student making application 
for a loan under this part, or to counsel a student with respect to any 
such loan, or to make a decision based on such evaluation and coun- 
seling with respect to the dollar amount of any such loan. 

(8) In the case of any eligible lender (other than an eligible in- 
stitiitimi or an agency or instrumentality of a State) ^ whi^h enters 
into a binding agreement with a student to make a loan — 

.(A) for which the sty dent is entitled to have a portion of the 
interest paid on his behalj vnder this section, aTul 



, Eff^tlve on the date of enactment of the bill and until the effective date of section 2 
of tne hill, this paragraph would be amended to extend the authority to make loans through 
tho transition quarter hy striking; out "June 30. 1075" and inftertinff in lieu thereof 
"September 30. 107G'*. 
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(5) the prooeedn of which loan are to he paid to the student 
tn^nimtiple disbuisements o^ver Uie period of enrollment for 
^ whdoh the loan ie made, hut not to exceed twelve jnonthSj 
the amount of the iiUerest payment and the amount of any special 
P<^y^'^ to be paid muter section 438 shall he d^termned 
" cuTtf the en^ir^ dmdtmt to be rmde maUabUf^^ 
fwnt had been disbursed on the date on which the first inatalJment 
thereof was disbursed^ and any increase in the rate of interest on 
the loan attrihutable to such multiple disbursements shall not he 
deeTued to violate any provision of tfus part relating to the maximnim 
J!^?^ 9f J^_^^J^ on such loan: Provided, that this paragraph sha^ 
apply only in^^^ of I6am paid in rrmltiple aSfiw 

accordan<)e with regulations of the Commissioner, based on the need of 
the student for the proceeds of such loan over toe course of the oca- 
denUoyear^ 

(9) With respect to any loan for which a portion of the interest 
payable under this section, in the case of a si/udent attending m 
eligible imtitution which is located in other than a State, the deter- 
minations to be wMle {except determinations of good standing) and 
the statement to be provided by such institution under paragraph 
W (-^) (i) dnd {2) {B) {ii) of this subsection shall he made and pro- 
vided oy (A) the Commissioner in the case of a loan describea by 
paragraph {1)(A), (B) the State in the case of a loan described by 
paragraph (i) (B), or (C) the State or a nonprofit private institnir 
tion or organization as the case may be, in the case of a loan described 
by paragraph (i ) ( . 

[ip) The eligible institution which provided the statement required 
by paragraph (j?) (^1) (i) shdUnotify the eiig^le lender {or where the 
eligible lender is not known, the insurer of the loan) before a date 
which is sixty days after {A) the borrower's forrnal termination 
(whether by gradvMion or withdrawal) of enrollment, on at least 
Kalf-tim/e basis at such institution^ or (B) the borrower's failure to 
enroll, on at least a half-time basis, in the first of amy subsequent 
academic terms at such institution {as determined under regulations 
of the Commissioner) , and shaU provide -he last date of attendance 
and the last hnown address of the borrower to such lender or insurer, 
(b) (1) Any State or any nonprofit private institution or organiza- 
tion may enter into an agreement with the Commissioner for the pur- 
pose of entitling student who receive loans which are insured under 
a student loan insurance program of that State, institution, or organi- , 
zation to have made on theirl)ehalf the payments provided for in sub- 
section (a) if the Commissioner determines that the student loan 
insurance program — 

C(A) authorizes the insurance of not less than $1,000 nor more 
than $2,500, (except in those cases where the Commissioner deter- 
mines, pursuant to regulations prescribed by him, that a higher 
amount is warranted m order to carrjr out the purposes of this 
part^ with respect to students engaged in specialized training re- 
ciuiring exceptionally high costs of education) in loans to arty 
individual student in any academic year or its equivalent (as 
determined under regulations of the Commissioner), which limit 
shall not be deemed exceeded by a line of credit under which 
actual payments by the lender to the borrower will not be made 
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in any such year in excess of such annual limit ; and provides that 
the aggi'egate insured unpaid principal amount of all such insured 
loans made to any student shall noc at any time exceed $Y,500 in 
the case of any student who has successfully completed a program 
^olundergraduate education, and $10,QQ0 in the ca^se^qf i^^^ 
ate or professional student (as defined by regulations of the Com- 
missioner and including any loans which are insured by the 
Commissioner under this part or by a State or nonprofit institu- 
tion or organization with which the Commissioner has an agree- 
ment under this part made to such person before he became a 
graduateior professional student) ;] . ^ _ , ^ . . 

(A) autTumzea the inmrance of not less than $lfiOO nor mere, 
than $2^00 in the case of a student who has Tiot successfully comr 
pleted a program of undergrculuate education^ or $6fi00 in the case 
o f a graduate <yr professUmdl student {as defined in regulations of 
the doTwnussioner) , except that — 

(z) the program may not authorize the instance of a loan 
which is made under a State student loan program described 
m section 436(g) {l) {p) or which is mMe by an eligible 
institution to a student^ who has not sfoccessfutly completed 
a program of undergtaduale education in an amount in excess 
of $2^00 or 60 per centum of the estimated cost of attendance 
(calculated in accordance with section 4^8(a)(2)(G)(i)), 
(U) the program may not authorize the insurance of a loan 
i, in excess of 91^600 for an academic year wh4oh is made or 
originated (as defined in section 43S(b)(2)) an eligible 
institution and is mode to a student for fM first academic 
year of postsecondary education unless tJie loan is to be die- 
bursedin two or more installments none of which exceeds one- 
half of tJie loan vrith the interval between the first^ and sec- 
ond of such instalments iemg not less than one-third of the 
period of enrollment for which the student recevoed the loan, 
and 

. (iU) in cases where the Com/missioner determiws^ pwrsfUr 
ant to regulations prescribed by him^ that a higher annount 
is warranted in order to carry out the purposes of this part 
with respect to students engaged in specialized training re- 
quiring exceptionally high costs of education. 
The annual insurable limit per student shall not be deemed to be 
exceeded by a line of credit under which actual payments by the 
lender to the borrouier will not be mode in any years in excess of 
the annual limit; 

(B) provides that the aggregate insured unpaid principal 
amownt for all such insured loans made to any student shall not 
at any time exceed $7^00^ in the case of any student who has not 
successfully completed a program of unaergraduate education, 
and $16 poo in the case of any graduate or professional student (as 
defined by regulations of the Commissioner and including any 
loans which are insured by the Commissioner under ^ this part or 
by a State or nonprofit institviion or organization with which the 
Commissioner has an agreement under section 4£8{b) made to 
such person before became a graduate or prof essionat student) / 




{C) autliorizes the insurance of loans to any indi- 
vidual student for at least six academic years of study or 
then- equivalent (as determined under i-egiilations of the 
Commissioner) ; 

Fif 1^ provides that (i) the student borrower shall be 
entitled to accelerate without penalty the whole or any pait 
of an insured loan, (ii) except as provided in subsection (e) 
of this section, the period of any insured loan may not exceed 
fifteen years from the date of execution of the note or other 
written evidence of the loan, and (iii) the note or other written 
evidence of any loan, may contain such provisions relating to 
repayment m the event of default by the borrower as may be 
authorized by regulations of the Commissioner in effect at 
th9. time such note or written evidence was executed; 

C;'T?)3 (^) subject to paragraphfit(C) and IK)J {D) and (L) 
of this paragi'aph and except as provided by [subsection el 
mhparagraph {M) of this fsectionl paragraph provides that 
iHipaynient of loan.^ shall be in installments over a period of not 
less than five years nor more than ten years beginning not earlier 
than nine months nor later than one year after the student ceases 
to pursue a full-time course of study at an eligible institution, 
pxcept that if the program provides for the insurance of loans 
for part-tune study at eligible institutions the program shall 
])rovide that such repayment period shall bojrin not earlier than 
nine months nor later than one year after the student ceases to 
carry at an eligible institution* at least one-half the. normal 
full-time academic workload as determined by the institution;! 
except * 

{i) that if the program provid.es for the insurance of loans 
for part-time sfwh/ at eligible imtitutions the program shall 
provide that such repayment peinod shall hegi7i 'vot earlier 
than nine monthH nor l<iter than one year after the student 
ceases to earn/ at ai^ eligille institution at least one-half the 
nonml full-time academic worMoad. as determined hy the 
institution; an/l 

{ii) thai the lender and the student^ after tJie student 
ceases to earn/ at an eligible institution at least one-half the 
nomuziytdl-tinfie academic worJcload as determined by the 
institution, may agree to a repayment schedule which begins 
earlier^ or is of shorter duration^ than required bv this sub- 
paragraph, except that siwh loan shall not be m default 
because of the student's failure to fulfill the reaidrements 
of such a repairmfmt schedule vmtil the lender offers to the 
borrov)er in writing an alternative repayment schedule 
which msets the requirements of this subpwi'agra.ph and 
the borrower hm refused to a^ee to the terms of siteh 
alternative repayment sch ed/vde ; 
t(E)] {F) authorizes interest on the unpaid balance of the 
loan at a yearly rate not in excess of 7 per centum per annum on 
the unpaid principal balance of the loan, (exclusive of any pre- 
mium for insurance which may be passed on to the borrower) : 
j[(F)3 {G) insures not less than 80 per centum of the unpaid 
principal of loans insured under the program; 
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C(Cr) J (H) does not provide for collection of an excessive in- 
surance prefmium ; 

- C(H) J (/) provides that the benefits of the loan insurance pro- 
gram will not be denied any student who is eligible for interest 
benefits -under section 428(a) (1) and (2) except in thia ciuB^^ 
loans made by an instrumentality of a State or eligible institution; 
' C(I)1 {^) provides that a student may obtain insurance under 
the program for a loan for any year of study at an eligible 
institution ; 

t(J) J (^) in the case of a State program, provides that such 
State program is administered by a single State agency, or by one 
or more nonprofit private institutions or organizations under 
the supervision of a single State agencv ; 

C(K) J (Z) provides that the total of the payments by a bor- 
rower during any year of any repayment period with respect to 
the aggregate amount of all loans to that borrower which are 
t(i)X insured under this part [or (ii) made by a State or the 
Commissioner under section 428(a) (1) (B) or 433, respectivelyj 
shall not be less than $360 or the balance of all such loans (to- 
gether vnth interest thereon), whichever amount is less £; and], 
unless the horrmoer and. the lender otherwise agree; 

.[(L)J (il^) provides that periodic installments of principal 
need not be paid, but interest snail accrue and be paid during any 
period (i) during which the borrower is pursuing a full-time 
course of study at an eligible institution, (ii) not in excess of three 
years during which the borrower is a member of the Armed 
Forces of the United States, (iii) not in excess of three years 
during which the borrower is in service as a volunteer under the , 
Peace Cbrps Act, £orJ (iv) not in excess of tihree years during 
which the borrower is in service as a full-time volunteer under 
[title Vin of the Economic Opportunity Act of 1964J the Do- 
mestic Volunteer Service Act of J97S^ or (v) during a single pe- 
riod^ not in excess of twelve months^ at the request of the borrower 
and consent of the Jiolder^ during which the borrower is seeking 
and unable to fnd full-time employment; 

{N) provides that in the case of each loan insured by the pro- 
gram that the elH:"'P^ institution attended by the borrower at the 
time of the loan will be notified of such insurance and the name 
of the lender making the loa/n^ and swh notifvcation vnll be made 
either by {i) the prompt transmittal of such information to the 
institution by the insurer or the lender^ or {ii) a requirement of 
the insurer^ as a condition of its insurance^ that the lender shall 
transmit any checks for the proceeds of such loan directly to the 
eligible institution for delivery to the borrower; 

(O) provides that fimds borrowed by a student are disbursed 
by check requiring the endorsement of such student^ and that such 
student sign^ prior to sttch disbursement^ a notice stating that 
endorsement constitutes acceptance by the student of the obliga- 
tion, to repay the loan and setting forth the suhstance of the pro- 
visions of law governing the terms and conditions of repayment; 

(P) provides^ roithin four months after ceasing to carf^y 
at an eUgihle institution at least one-half the Tiormdl- full-time 
academic workload as determined by the institution^ contact the 
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holder of his loan to 7iegotmte the te?ms of hh repayment obli- 
gcUions, and 

(Q) requires the borroiver to protnptly notify the holder of 
the loan co7iceming any change of address. 

(2) Such an agreement shall — 

(A) provide that the liolder of any such loan will be i^equired 
to submit to the Conmiissioner, at such time or times and in such 
maimer as he may prescribe, statements containing such infor- 
mation as may be i-equired by or pui*suant to i^egulation for the 
purpose of enabling the Commissioner to determine the amount 
of tne payment which he must make with respect to that loan; 

(B) include such other provisions as may be necessaiy to pro-, 
luct the financial interest of the United States and promote the 
purposes of this part, including such provisions as may be neces- 
saiy for the purpose of section 437, and as are agreed to by the 
Commissioner and the State or nonprofit private organization or 
institution, as the case may be ; and 

(C) provide for making such repoils in such form and con- 
taining such information as the Commissioner may reasonably 
require to carry out his fxxnction under this part and for keeping 
such records and for affording such access thereto as the Com- 
missioner may find necessary to assure the cori^ctness and veri- 
fication of such reports. 

(3) {A^ The Commissimier ahall reimburse any State or any non- 
profit private institutio-n or organization with which he has an agree- 
ment under this subsection for a portion of the adndnistrative expenses 
incurred by it in administenng such pi^ogram. not to exceed^ for amy 
fiscal year^ 1 per centum of the total* principaL amount of loa/ns upon 
which insurance was issued under this part during such fiscal year by 
such State ^ or institution or organizatioiu An amou/ni equoX to not 
less than one- fourth of any amount received under this paragraph 
shall he used- by such State or institution or organization to provide 
field services for eligible lenders or to prmnote commercial lender 
participation through services other than the imuring^ reimbursing^ or 
collecting of loans under this part. 

(B) Any reimbursements made by tlie Commissioner pursuant to 
this paragraph shall he made at siwh times and in siich munner as the 
Commissioner may prescribe^ except that such payments shall be made 
not less often than every calendar quarter. 

(c)(1) The (Commissioner may enter into a guaranty agreement 
with any State or any nonproKt private institution or organization 
with which he has nn agreement pursuant to subsection (b), whereby 
the Commissioner shall undert^ike to reimbui*se it, under such terms 
and conditions as lie may establish, fin an amount equal to 80 per 
centum of tlie amount expended by it in discharge of its insurance 
obligation, incurred under its loan insurance program,] with respect 
to losses (resulting from the default of the student borrower) on the 
unpaid balance of the principal [(other than interest added to prin- 
cipal)] and accrued interest of any insured loan with respect to which 
a poition of the interest (A) is payable by the Commissioner under 
subsection (a) ; or (B) would be payable under such subsection but 
for the borrowers lack of need. Except as provided in paragraph (7), 
the amount to be paid a State or a nonprofit private institution or 
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organization as reiviburaement tmder this subsection shall he equal 
to 100 per centvm of the amount expended by it in discharge oj its^ 
insurance obligation incurred tmder its loan insurance program^ except 
that to the extent, for amy fiscal year ^ the amount of such reirnburse- 
ment payTn&nJbs by the Comimssioner under this paragraph is vn excess 
of 7 per centum of the loans insured by it under such program which 
were in revaym^rit at the end of the preceding fiscal year, the amov/nt 
to be paid as reimbursement under this subsection shall be egudl to 
90 per centum of the ammmt of swh excess. For purposes of this 
subsection^ the amount of loans of a State or nonprofit pri'i^c^e institur 
tion or organization which are in 7*epayment shaU be the ojiginal prin- 
cipal amowit of loans insured by it reduced by {A) the amoy/nt the 
insurer has been required to "pay to discharge its insurance obligations 
under this part, (S) the ongin-cd principal amotmt of loans insured 
by it which have been fully repaid^ and (C) the original principal 
amount insured on those loans for which payment of the prst install- 
merit of principal has not become due pursuant to section 427(a) (S) 
(B) or section 4£8{b) (1) (E) or such first installment need not be 
paid pursuant to section 4^7{a) (2) (^7) or section J^8{b) (1) (M) 
of this part. 

(2) The guaranty agreement — 

(A) shall set forth such adminLstrative and fiscal procedures as 
may be necessary to protect the United States from the risk of 
unreasonable loss thereunder, including provisions for adequate 
and timely assistance by t/^e parties to the agreement io States and 
lenders with respect to insured loans prior to default by the stu- 
dent borrower^ to insure proper and efficient admmistration of the 
loan insurance program, and to assure that due diligence will be 
exercised in the collection of loans insured under the program; 

(B^ shall provide for making such reports, in such form and 
containing such information, as the Commissioner may reason- 
ably require to carry out his functions under this subsection, and 
for keeping such records and for affording such access thereto as 
the Commissioner may find necessary to assure the correctness and 
verification of such reports; 

(C) shall set forth adequate assurance that, with i*espect to so 
much of any loan insured under the loan insurance program as 
may be guaranteed by the Commissioner pursuant to this subsec- 
tion, the undertaking of the Commissioner under the guaranty 
agreement is acceptable in full satisfaction of State law or regula- 
tion requiring thfe maintenance of a reserve ; 

(D) shall provide that if, after the Commissioner has made 
payment under the guaranty agreement pursuant to paragraph 
(1) of this subsection with respect to any loan, any payments are 
made in discharge of the obligation incurred by the bon'ower with 
respect to such loan (including any payments of interest accruing 
on such loan after such pa^rment by the Commissioner) , there shall 
bo paid over to the Commissioner (for deposit in the fund estab- 
lished by section 431) such propoition of the amoimts of such 
payments as is determined (in accordance with [regulations pre- 
scribed by the CommissionerJ paragraph {6)) to represent his 
equitable share thereof, but shall not otherwise provide for sub- 
rogation of the United States to tlie rights of any insurance bene- 
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ficiary : Provided^ That, except as the Commissioner may other- 
wise by or pursuant to i-egulation provide, amounts so paid by a 
borrower on such a loan shall be first applied in reduction of 
principal owing on such loan ; and 

£(E) may include such otlier provisions as may be necessary 
to promote the purposes of this part J 

{E) shall set forth adequate assurance that an amount equal to 
each payment made under paragraph (i) will be promptly de* 
posited in or credited to the accounts maintained for puK^poscs of 
section 4£e{c). 

(3) To the extent provided in regulations of the Commissioner, 
a guaranty agreement under this subsection may contain provisions 
which permit such forbearance for the benefit of the student borrower 
as may be agreed upon by the parties to an insured loan and approved 
by the insurer, 

(4) For purposes of this subsection, the terms "insurance bene- 
ficiary" and "default" shall have the meanings assigned to them by 
section 430(e). & e 

(5) In the case of any guaranty agreement entered into prior to 
September 1, 1969, with a State or nonprofit private institution or 
organization with which the Commissioner has in effect on that date an 
agreement pursuant to subsection (b) of this section, or section 9(b) 
of the National Vocational Student iJoan Insurance Act of 1965, made 
prior to the date of enactment of this subsection, the Commissioner 
may, in accordance with the terms of this sul^ction, undertake to 
guarantee loans described in paragraph (1) which are insured by such 
State, institution, or organization and^are outstanding on the date of 
execution of the guaranty agreement, but only with respect to defaults 
occurring after the execution of such guaranty agreement or, if later, 
after its effective date, 

(6) (A) For the purpose of paragraph (g) (Z>), the Commissioner's 
equitable share of payments miide by the borrower pursuant to such 
paragraph shall be that portion of the payments remaining after the 
State or institution or organisation with which the Commissioner has 
an agreement under this subsection has deducted from such paymefnfs 
(i) a percentage arnount equal to the complement of the reinsurance 
percentage in effect when payment under the guaranty agreement was 
m/zde with respect to the loam, and (ii) an am^nt equal to the costs 
(as defined in svh; Jira^graph {B) of this paragraphy of collection of 
loans reimbursed pursuant to this subsection and the costs of default 
prevention, as so defined, to the extent sueh costs do not exceed 30 
per centum of such payments, 

(B) Costs of collection or default prevention which may be de- 
ducted pursuant to subparagraph (A) of this paragraph are (i) the 
salary of amy employees whose primxiry function is the collection of 
defaulted loans which are insured under this part, or whose primary 
function is assisting or supervismg lenders with regard to the collec- 
tion of delinqu^mt loans insured under this pmi,. or whose primary 
function is providing clerical support for such functions, {U) the 
costs of engaging the services of an atfomev or any other person or 
firm for the purposes of locating or collecting from a delinquent or 
defaulted borrower under this parf^ (Hi) telephone or posta/jfe costs 
which are directly related to the collecting of a delinquent or defaulted 



4g 



loan insured under this part, and {iv) those billing, receipting^ and 
accowrUing costs which are directly attributable to the collection of dc" 
-^'*?*l??f^?f^5^^^^ ^^'i? ^^^^ ^his party add 

'^whtch^are precisely identifiable and qumtifiahU by meaiis other than 
pereerUage estimations or similar meatis of allocatioru 

(7) N otwithstanding the last sentence of paragraph (J ) , the amou/rU 
to be paid to a State or nonprofit private institution or organization 
which is noty on the effective date of this paragraph, actively carrying 
on a student loan insurance program which ts sub ject to'a gitc^^^ 
agreement under this subsection, but subsequent to such date begins 
to carry on such a program, shall be 100 per centum of the amount 
expended by it in discharge of its insurance obligaticn incurred under 
such program for the fiscal yevx in which it begins iH> carry on such 
program, and for each of the four succeeding fjsccH years. 

(d) No provision of any law of the United States (other than sec- 
tions 427(a) (2) (D) and 427(b) of this Act) or of any State (other 
than a statute applicable principally to such State's student loan in- 
surance program) which lunits the rat© or amount of interest payable 
on loans shall apply to a loan — 

(1) whicr bears interest (exclusive of any premium for in- 
surance) on the unpaid principal balance at a rate not in excess 
of 7 per centum per aimum, and 

(2) which is insured (A) by the United States under this part, 
or (B) by a State or nonprofit private institution or organization 
under a program covered by an agreement made pursuant to sub- 
section (b) of this section. 

(e) /jf a n/mprofit private institution or organization {1) applies 
to enter into an agreement with the Oom7nissioner under subsection ( J ) 
and^ (c) xoith resp^^t to a student loan insurance program to be carried 
oh in a State with which the Commissioner does n/)t have dh agree- 
ment under subsection (J), and ()?) as provided in the application^ 
undertakes to nieet the reguirernents of section 4£B (c)(6)(B) (i), (U), 
and (iii)y the Commissioner shall consider and act upon such appli- 
cation within 90 days, and shall forth%oith notify the Committee on 
Labor and Public Welfare of the Senate and the Committee on Edu- 
cation and Labor of the House of Representatives of his actions, and 
of his reasons therefor in the event he refuses to enter into such agree- 
ments. 

CERTIPICATE OP FEDERAL liOAN INStJRAXCE — ^EPTRCTIVE DATE OF 

INSURANCE 

Sec. 429. (a) (1) If, upon application by an eligible lender, made 
upon such form, containing such information, and supported by such 
evidence as the Commissioner may require, and otherwise in conform- 
ity with this section, the Commissioner finds that the applicant has 
made a loan to an eligible student which is insurable under the pro- 
visions of this part, he may issue to the applicant a certificate of insur- 
ance covering the loan and setting forth tlie amount and terms of the 
insurance. 

(2) Insurance evidenced by a certificate of insurance pursuant to 
subsection (a)(1) shall become effective upon the date of issuance 
of the certificate, except that the Commissioner is authorized, in ac- 
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cordance with regulations, to issue commitments with respect to pro- 
posed loans, or with respect to lines (or proposed lines) of credit, 
submitted by eligible lendeins, and in that event, upon compliance with 
subsection (a)(1) by the lender, the certificate of insurance may be 
issued effective as of the date when any loan, or any payment by the 
lender pui*suant to a line of credit, to be covered by such insurance 
was made. Such insurance shall cease to be effective upon sixty dajrs' 
default by the lender in the payment of any installment of the pre- 
miums payable pursuant to subsection (c). 

(3) Aj\ application submitted pursuant to subsection (a)(1) shall 
contain (A) an agreement by the applicant to pay, in accordance 
with regulations, the premiums fixed by the Commissioner pursuant 
to subsection (c), and (B) an agreement by the applicant that if the 
loan is covcM'cd by insurance the applicant will submit such supple- 
mentary reports and statements during the effective period of the loan 
agreement, upon such foi-ms, at such times, and containing sach in- 
formation as the Commissioner may prescribe by or pursuant to regu- 
lation. 

(Jf) In the ca.He of earh certtfcate of insurance issued, the ComntmS" 
sioner shall require that the eligible institution which provided the 
statement rcfjtnred hy Hecti&n Jf^8(a) (^)(/l), or which provided the 
infmmatiim required from an institution as a condition to the stu- 
dent's receipt of a loan^ is advised of mch ins\iran/!e and the name of 
the lender making the loan. The requirements of this paragraph may 
be satisfied by a regidation of the Commissioner requiring any lender 
to transmit any checks for the proceeds of a loan insured under this 
section directly to the eligible institution for delivery to the borrower^ 

(b) (1) In lieu of requiring a separate insurance application and 
issuing a separate certificate of insurance for each student loan made 
by an eligible lender as provided in subsection (a), the Commissioner 
may, in accordance with regulations consistent with section 424, issue 
to any eligible lender appl.ying therefor a certificate of comprehen- 
sive insurance coverage winch shall, without further, action by the 
Commissioner, insure all insurable loans made by that lender, on or 
after the date of the cei*tificate and before a specified cutoff date, with- 
in the limitvS of an aggi^egate maximiun amount stated in the certificate. 
Such regulations may provide for conditioning such insurance, with 
respect to any loan, upon compliance by the lender with such require- 
ments (to be stated or incorporated by reference in the certificate) 
as in the Commissioner's judgment will best achieve the purpose of 
this subsection while protecting the financial interest of tlie ITnited 
States and promoting the objective's of this part, including (but not 
limited to) provisions as to the reporting of such loans and information 
relevant thereto to the Commissioner and as to the payment of initial 
and otJier premiums and the effect of default therein, and including 
provision for confimiation by the Commissioner from time to time 
(through endoi*sement of the certificate) of the coverage of specific 
new loans by such certificate, which confirmation shall be incontest- 
able by the Commissioner in the absence of fraud or misrepresentation 
of fact or patent error. 

(2) If the holder of a certificate of comprehensive insurance cover- 
age issued under this subsection grants to n student a line of credit 
extending beyond the ciitofi* date specified in that certificate, loans or 
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payments thereon made by the holder after that date pui'simnt to the 
line of ci'edit shall not be deemed to be included in the coverage of that 
certificate except as may be specifically provided therein ; but, subject 
to the limitations of section 424, the Commissioner may, in accordance 
with i*egulations, make commitments to insure such future loans or 
imyments, and such commitments may be honored either as provided 
in subsection (a) or by inclusion of such insurance on comprehensive 
coverage under this subsection for the period or periods in which such 
futureJoans or payments are made. 

(c) The Commissioner shall, pursuant to regulations, charge for in- 
surance on each loan under this part a premium in an amount not to 
exceed one-fourth of 1 per centum per year of the unpaid principal 
amount of such loan (excluding interest added to principal), payable 
in advance, -at such times and in such manner as may be prescribed by 
the Commissioner. Such regulations may provide that such premiums 
shall not b© payable, or if paid shall lie refundable, with respect to 
any period after default in the payment of principal or interest or 
after the borrower hiis died or becomes totally -and permanently dis- 
abled, if (1) notice of such default pr other event has been duly given, 
and (2) i*equests for payment of the loss insured against has been made 
or the Commissioner has made such payment on his own motion pur- 
suant to section 430 ( a) . 

(d) The rights of an eligible lender arising under insurance evi- 
denced by a certificate of insurance issued to it under this section may 
bo assigned as security by such lender only to another eligible lender, 
and subject to remilation by the Commissioner, 

(e) The consolidation of the obligations of two or more federally 
insured loans obtained by a student borrower in any fiscal year into a 
single obligation evidenced by a single instrument of indebtedness 
shall not 'affect the insurance by the United States. If the loans thus 
consolidated are covered by separate certificates of insurance issued 
nndei subsection (a), the Commissioner may upon surrender of the 
original certificates issue a new certificate of insurance in accordance 
with that subsection upon the consolidated obligation; if they are 
covered by a single comprehensive certificate issued under subsection 
(b), the Commissioner may amend that certificate accordingly. 

DEFAULT OF STUDENT UNDER FEDERAL LOAN INSURANCE PROGRAM 

Sec. 480. (a) Upon default by the sttident borrower on any loan 
covered by Federal loan insumnce pursuant to this part, and prior 
to the coininenceinent of suit or other enforcement proceedings upon 
security for that loan, the insurance beneficiary shall promptly notify 
the Commissioner, and the Commissioner shall if requested (at that 
time or after further collection efforts) by the beneficiary, or may on 
his own motion, if the insurance is still in effect, pay to the beneficiaiy 
the ainomit of the loss sustained by the insured upon that loan as 
soon as that anioimt has been determined. The "amount of the loss" 
on any loan .shall, for the purposes of this subsection and subsection 
(b^, be deemed to be an amoimt equal to the unpaid balance of the 
prmcipal amount and interest accined to the date of paymeTtt by the 
Commissioner, 

(b) Upon payment by the Commissioner of the amount of the loss 
pni'snant to subsection (a), the United States shall be subrogated for 
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all of the rights of the hoUler of the ohli«;Hti<)n llpon tliP ilisuml loan 
and shall be entitled to an uJHHlj^nilillllt Uf IllM lillllf W uHlHI^ l«VlHim»U 
of the insured loan by the insurance bciifeteiill'y. If tll^ iiet IHieuVei-y 
made by the Coiuaiissioner on a loan after deduction of the cost of 
that I'ecovei^ (including reasonable administrative costs) exceeds the 
amount of the loss, tlie excess shall be paid over to the insulted. The 
Coirmhisaioiiei' may^ in attempting to make recoveiy on »uch loans^ 
contract loith private collection agencies, State student loan imurance 
agencies^ or State guaranty agencies^ for payme?U for services 
reiulered by such agencies in assisting the Commissioner in making 
such recovery, 

(c) Nothing in this section or in this part shall be construed to 
preclude any forlxiarauce for the benefit of the student borrower 
which may l>e agreed upon by the parties to the insured loan and 
approved by the Couunissioner, or to preclude forbcai-ance by the 
Conunissioner in the enforcement of the insured obligation after 
payment on that insurance. 

(d) Nothinfr in this sec»tion or in this part, shall be construed to 
excuse the holder of a federally insuwl loan fmm exercising iXMison- 
able care and diligence in the making and collection of loans under the 
provisions of this part. If the Commissioner, after reasonable notice 
and opportunity for hearing to an eligible lender, finds that it has sub- 
stantially failed to exercise such care and diligence or to make the 
i-eports and statements required mider section 428(a)|;(3) J(4) and 
section 420(a) (3), or to pay the required Fedei*al loan insurance pre- 
mimns, he shall disqualify that lender for further Federal insurance 
on loans granted pursuant to this part mitil he is satisfied that its fail- 
ure has ceased and finds that there is reasonable assurance that the 
lender will in the future exercise necessury care and diligence or com- 
ply with such requirements, as the case may be. 

(e) As used in this section — 

(1) the term "insurance beneficiary" means the insured or its 
authorized assignee in accordance with section 429(d) ; and 

(2) the term "default" includes only such defaults as have 
existed for (A) one himdred and twenty days in the case of a 
loan which is repayable in nmnthly installments, or (B) one 
hundml and eighty days in the case of a loan which is repayable 
in less frequent ins-tallments. 

rXSUIlANCK FCJND 

Sec. 431. (a) There is hereby established a student loan insurance 
fund (hereinafter in this section called the ''fund'') which shall be 
available without fisail year limitation to the Commissioner for mak- 
ing paynients in connection with the default of loans insured by him 
under this part, or in connection with payments under a gminmty 
agreement imder section 4:28(c). All amoimts received by the Commis- 
sioner as preniium charges for insurance and as receipts, earnings, or 
proceeds derived from any claim or other assets acquired by the Com- 
missioner in connection with his operations imder this part, any excess 
adran/jcs under sectio7i 422(c) (4) (C), and any other moneys, prop- 
erty, or assets derive^l by the Commissioner from his operations in 
connection with this section, shall bo deposited in the fund. All pay- 



63 

ments in connection with the default of loans insured by the Commis- 
sioner under this part, or in connection with such guaranty agreements 
shall be paid from the fund. Moneys in the fund not needed for current 
dpenitions under this section may be invested in bonds or other obliga- 
tions guaranteed as to principal and interest by the United States. 

(b) If at any time the moneys in the fund are insufficient to make 
payments in connection with the default of any loan insured by the 
Commissioner under this part, or in connection with any guaranty 
agreement made under section 428(c), the Commissioner is author- 
ized, to the extent provided in advance by app?'0/?riations Acts', to 
issue to the Secretary of the Troasuiy notes or other obligations 
in such forms and denominations, bearing such maturities, and 
subject to such terms and conditions as may be pi-escribed by the 
Commissioner with the approval of the Secretary of the Treasury. 
Such notes or other obligations shall bear interest at a rate determined 
by the Secretary of the Treasury, taking into consideration the cur- 
rent average market yield on outstanding marketable obligations of the 
United States of comparable maturities during the month preceding 
the issuance of the notes or other obligations. The Secretary of the 
Treasury is authorized and directed to purchase any notes and other 
obligations issued hereunder and for that purpose he is authorized 
to use as a public debt transaction the proceeds froni thebaic of any 
securities issued under the Second Liberty Bond Act, as amended, and 
the purposes for which securities may be issued under that Act,. as 
amendea, are extended to include any purchase of such notes and 
obligations. The Secretary of the Treasury may at any time sell any 
of the notes or other obligations acquired by him imder this subsection- 
All redemptions, purchases, and sales by the Secretary of the Treas- 
ury of such notes or other obligations shall be treaced as public debt 
transactions of the United States. Sums borrowed under this subsec- 
tion shall be deposited in the f lind and redemption of such notes and 
obligations shall be made by the Commissioner from such fund. 

LEGAL POWERS AND RESPONSIBIIirnES 

Sec. 432. (a) In the performance of, and with respect to, the func- 
tions, powers, and duties vested in him by this part, tne Commissioner 
may — 

(1) prescribe such regulations as may be necessary to carry out 
the purposes of this part ; 

(2) sue and be sued in any court of record of a State having 
general jurisdiction or in any district court of the United States, 
and such district courts shall have jurisdiction of civil actions 
arising under this part without regard to the amoimt in, contro- 
versy, and action instituted under this subsection by or against 
the Commissioner shall survive notwithstanding any change in 
the person occupying the office of Commissioner or any vacancy in 
that office; but no attachment, injunction, garnishment,, or other 
similar process, mesne or final, shall be issued against the Com- 
missioner or pro])erty under his contml, and nothmg herein shall 
be construed to except litigation arising out of activities under 
this part from tlic application of sections t507(b)l 609^ 517^ 
547, and 2679 of title 28 of the United States Code [and of section 
316 of title 53. 
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(3) include in any contract for Federal loan insurance such 
terms, conditions, and covenants relating to repajonent of prin- 
cipal and payment of interest, relating to His obligations and right*? 
and to those of elinfible lenders, and borrowers in case of default, 
and relating to such other matters as the Commissioner determines 
to be necessary to assure that the purposes of this part will be 
achieved; and any term, condition, and covenant made pursuant 
to this clause or any other provisions of this part may be modified 
by the Commissioner if he determines that modilication is nec- 
essar}' to protect the financial interest of the United States; 

(4) subject to the specific limitations in this part, consent to 
the modification, with respect to rate of interest, time of payment 
of any installment of principal and interest or any portion there- 
of, or any other provision of any note or other instrument evidenc- 
ing a loan which has been insured by him xmder this part ; 

(5) enforce, pay, or compromise, any claim on, or arising be- 
cause of, any such insurance or any guarantee agreement under 
section 428(c) ; and 

^6) enforce, pay, compromise, waive, or release any right, title, 
claim, lien, or demand, however acquired, including any equity 
or any right or redemption, 
(b) The Commissioner shall, with respect to the financial operations 
arising by reason ot this part — 

(1) prepare annually and submit a budget program as provided 
for wholly owned Government corporations by the Government 
Corporation Control Act ; and 

(2) maintain with respect to insurance under this part an 
integral set of accounts, which shall be audited annually hy the 
General Accounting Office in accordance with principles and pro- 
cedures applicable to commercial corporate transactions, as pro- 
vided by section 105 of the Government Corporation Control Act, 
except that the transactions of the Commissioner, including the 
settlement of insurance claims and of claims for payments pur- 
suant to section 428, and transactions related thereto and vouchers 
approved by t?ie C<immissioner in connection with such transac- 
tions, shall be final and conclusive upon all accounting and other 
officers of the Government. 

{c){l) {A) Forloam insured after October l.W76^ or in the case of 
each imurer after such earlier date where the data required hy this 
subsection remains retrievable^ the Commissioner and all other in- 
surers under this part shall collect and a/ccumvlMe all data relating 
to (t) loan vohmie insured and (ii) defaults reimbursed or default 
rates according to the categories of loans listed in subpara^ra'ph (B) 
of this paragraph. 

(B) The data indicated in subparagraph (A) of this paragraph 
shall be accumul-ated according to the category of lender malcing the 
loan and shall be accumuJMed separately for lenders u>ho are (i) 
eligible instil utions. (ii) Stale or private, nonprofit direct lenders^ (Hi) 
commercial financial institutions who are banks, savings and l^oan asso- 
ciationsy or credit unions^ and {iv) all other types of institutions or 
agencies, 

(C) The OommissioTier may designate such additional subcate- 
gories within the categories specified in subparagraph {B) ashe deem^ 
approprial^ 



55 



(Z?) The category or designation of a loan shaU 7U)t be changed for 
any reason^ including its purchase or acqiusition by a lender of anoth^ 
category, 

{2) (a) The Commissioner shdU collect data under this subsection 
from all insurers under this part and shall publish not less often 
than once every calendar quarter a report showing loan volume guar- 
anteed and default data for each category specified in subparagraph 
{B) of paragraph (1) of this subsection amd for the total of all 
lenders, , 

(3) The reports specified in subparagraph (A) of tats paragraph 
shcUl include a separate report for each insurer under this vart in- 
cluding the Commissioner^ and where a insurer insures loaris for lend- 
ers in m^ore thon one State^ such insurer^s report shall list all data 
separately for each State, ^ » • t? 

(5) For purposes of clarity in the making of regul<ttions and in aU 
other communications, the Commissioner shall devise and publish 
unique names or designation for loans made by the lenders referred 
to in clause (i) and. for loans made by the lenders referred to in clause 
Hi) of paagrapk {!) (B) of this subsection, and such names shall be 
used in all reports or communications of any insurer or lender under 
this part, 

[direct loans 

[Sec. 433. (a) The Commissioner may make a direct loan to any 
student who would be eligible for an insured loan for study at a vo- 
cational school under this part if (1) in the particular area in which 
the student resides, loans which are insurable tmder this Act are not 
available at the rate of interest prescribed by the Secretary pursuant 
to section 427(a) (2) (D) for such area, or (2) the particular student 
has been unable to obtain an insured loan at a" rate of interest which 
does not exceed sucli rate prescribed by the Secretary, 

r(b) Loans made urder this section shall bear interest at the mte 
prescribed by the Secretary under section 427(a) (2) (D) for the area 
were the student resides, and shall be made on such other terms and 
conditions as the Commissioner shall prescribe, which shall conform 
as nearly as practicable to the terms and conditions of loans insured 

under this Act. . , , i. nr\n nnn 

r(c) There is authorized to be appropriated the sum of ?1,000,OUO 
for the fiscal year ending June 30, 1969, and for each of the succeed- 
ing fiscal years ending prior to July 1. 1975, to carry out this section.] 

STATE AND liVSTlTUTIOXAL LENDERS 

Sbc. 433. (a) An agency cf a State or a private nonprofit agency 
designated by a State may not act as an eligible lender under this part 
imless it has in ejfect an agreement with the Commissioner under which 
the lender agrees to make Joans to no more than 50 per centum of the 
students in attendance at any eligible institution in the State who are 
not graduate or professional students (as defined in regidations of the 
Commis8io?ier) . 

(6) (/) An eligible institution may vot act as an eligible lender or 
originate loans under this part tinUsi it has in ejfeet an agreement with 
the Commissioner under whieh it agrees {A) to make loans to no more 
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thun oO per centum of the students hi attendance at the institutiw 
who a-re not graduate or professional students {ajf defined hi regula- 
tlons of thi.' Commissioner), or (B) that it icdf not make a Joan to a 
student^ other thorn a graduate or profesnional student a.s defined in 
regulniions of the Commissioner, who has not previously received a 
loan, from such in-sfitution until swh studeid has provided the institu- 
tion with a statement from an eligible lender {other than an eligible 
histitutio'n or a State or an agency of a State or a private nonprofit 
agc^wy designated by a State) that the borrower sought a loan from it 
and was denied such loan. 

{2) An eligible institution shall be deemed to have originated a loan 
for purposes of this subsection if it has had delegated to it by an eligi- 
ble lender a substantial portion of the functions and responsibilities 
normally pi rformed by a lender prior to the making of a loan^ such as 
inti rrieu'ing the applicant for the loan^ ejcplaining the applicant's 
responsibilities under the loan, obtaining completion of necessary 
fornKH, ohfaltuiig /uces^sary documentation, or rerifyiTxg that the stv- 
dent is eligible for the loan. 

{(') For jnirpoHrs of this serfitm. a loan is made or onginated on the 
date of the prsf disbi/rsernent of any proceeds of the loan. 

PAliTK ITATIoN UV rKDF.KAI. ( RKDIT I'NIOXS IX FKDERAU STATE, AND 
rmVATK Sri'DKXT LOAN IXSrUANCK I*R(X3R.\MS 

• '^'}^' ^^>*^\'itlistan(lin<r iniy other provi.sion of law. Federal 
credit unions sliall. pni*snr.nt to re<riilations of tlio Director of the Bu- 
reau of Federal Tredir T'nions. have power to make insured loans to 
«2*n'](Mit niernhers in aeronhinre with the provisions of tliis part i-elatin^^r 
tt; -deraliy insured loans, or in accordance with tlie provisions of an^* 
State or nonprofit private student loan insurance pronjrain which 
meets the recpiirements of section 428(a ) (1) (C). 

DKFIXrrioNS F(»K UKDl ( KU-IX TKKKST STl^UKXT LOAX IXSURAXCI! 

PROGRAM 

Skc. 4.*^r). As used in this part: 

(a) The ter-m "eli«rihle institution** means (1) an institution of 
iu^^her education. (2) a vocational school, or (.'5) with respect to Stu- 
dents who are nationals of the Fnited States, an inisiitntion outside 
the States which is comparai)lo to an institution of higher education 
or to a vor ational school antl which has been aj)proved by tlie Com- 
missioner for inirposos of this part. 

(h) The term ''institution of hi^rher education'' moans an educa- 
tional institution in any State whicJi (1) admits as ret^ular students 
only pei-sons havin^r a ceilificate. of »:ra(hiation frotn a sdmol provid- 
in«r secondary education, or the rwo^rnized erpnvalent of such cei-tifi- 
cate. or irho are heyoiul the age of compidsory school attendance, (2) 
IS le^ridly authorized within such Stnte to pn)vide a pi-o»rram of exhi- 
cation lx'yon(l secondaiy education. {:\) providers an educational pro- 
^nam for which it awards a bachelors deiri-ee or provides not less 
than a two-year prr)*rrarn which is acceptable for full civdit toward 
su<-h a (le^mv. (4) is a public or other nonprofit inst-itntion. and (5) 
i.s accredited by a nationally re<-o»riiizcd ac^-ix>ditini: a«rencv or a,ssoc.ia- 
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tion approved by tlio Coniinissioner for this purpose or, if not so 
accredited. (A) is an iiLStitution with respect to which tlie Commis- 
sioner has determined that there is satisfactory assurance, considering 
the resources available to the institution, the l)eriod of time, if any, 
during which it has operated, the effort it is making to meet accredita- 
tion standanls, juid the purpose for which this determination is being 
made, that the institution will meet the accreditation standards of 
such an agency or association within a reasonable time, or (B) is an 
institution whose credits are accepted on transfer by not less than 
three institutions which are so accredited, for credit oa the same basis 
as if transferred from an institution so accredited. Such term includes 
any public or other nonprofit collocate or associate degree school of 
nursing and any school which provides not less than a one-year pro- 
gram of tniining to prepare students for gainful employment in a 
recognized occupation and which meets the provisions of clauses (1), 
(2), (4), and (5). If the Co.viinissioner determines that a particular 
category of such schools does not meet the requirements of clause 
(5) oecause there is no nationally recognized accrediting agency or 
association qualific<l to accredit -schools in such category, he snail, 
pending the establishment of such an accrediting agency or associa- 
tion, appoint an advisory conmiittee, composed of persons specially 
qualified to evaluate training provided hy schools in such category, 
which shall (i) prescribe the standards of content, scope, and quality 
which must be met in order to qualify schools in such category to 
participate in the program pursuant to tliis part, and (ii) determine 
whether particular schools not meeting the requirements of clause 
(5) meet those st4indards. For purposes of this subsection, the Com- 
missioner shall publish a list of nationally i-ecognized accrediting 
agencies or associations which he determines to be reliable authority 
as to the quality of training offered. 

(c) The tenu "vocational school" means la business or trade school, 
or technical institution or other teclmical or vocational school, in any 
St4ite, which (1) admits as regular students only persons who have 
completed or left elementary- or secondary school and who have the 
ability to benefit fi-om the training offere-d by such institution; (2) is 
legally autliorizetl to provide, and provides within tliat State, a pro- 
gram of postsecondary vocational or technical education designed to 
fit individuals for use'ful employment in i-ecogiiized occupations; (3) 
lias been in e.\isteucc for two years or has been specially accredited by 
the Conmiissioner tis an institution meeting the other requirements of 
this subsection; and (4) is accredited (A) by a nationally i-ecognize<l 
accrediting agency or association listed by the Commissioner pui-suant 
to this clause, (B) if the Commissioner detennines that there is no 
nationally i-ecognizcd accrediting agency or association qualified to 
accredit schools of a particular catxigory, by a State agency listed by 
the Commissioner pureuant to this clause, and (C) if the Commis- 
sioner determines there- is no nationally recognized or State agency or 
association qualified to accredit schools of a particular category, by 
an advisory committee appointed by him and composed of persons 
specially qualified to evaluate training provided by schools of that 
category, which committee shall prescribe the standards of content, 
scope, and quality which must be met by those schools in order for 
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1 KU^ to stuWiMitis :ittni(lin/^ tlioni to l>e insunil,lo, uiulor this part niul 

?or th?n''''''"^^T.^^^^^^^^^^ purticilar schools ,ne.^t thos.^ stLuhmt 
l^or the purpose of this subsection, the Commissioner shall pnblish a 
nst of nationally roconr,„zo(l arcreditin^r a^rencios or associations and 
hta e agencies which he cletorniines to t reliable authority ^to the 
quahtyof ediicationortiainincratlonled. ' 

(d) The term '^collegiate school of minsing" means a department, 
division, or other ndinimstrative unit in a college or university which 
f!!* nrnlf P.'™^''^^>* ^-^clusiveh- an accredited program of education 
in professional nursing and allied subjects leading to the decree of 
bachelor of arts, bachelor of science, bachelor of nursing, or to an 
equivalent degree, or to a graduate degree in nursing. 

(e) The term "associate degree school of nursing" means a depart- 
ment (hvision. or other administrative unit in a junior college/coni- 
munity college, college, or university which provider primarily or 
exclusively an accredited two-year program of education in profes- 
sionjil nursing and allied subjects leading to an associate degree in 
nursing or to an equivalent degree. ^ 

(f) The term "accredited*' when applied to any program of nurse 
education means a program accredited by a recognized bodv or bodies 
approved for such purpose by the Commissioner of Education 

1(g) The term "eligible lender'- means an eligible institution, an 
agency or instrumentality of a State, or a financial or credit institution 
(including an insurance company) which is subject to examination 
and supervision i)y an agency of the United States or of any State 
or a pension fund apnroved by the (Commissioner for this purpose! 
(9) (J) The term "eligible Jeinlev' vieans— 

{A) aNatioital or Sfafe chartered commerciol bank, a mutual 
savings bank, a savings ami loan association, or a credit miion 
lohich — 

(e) is subject to examination ami supervision by an agency 
of the United States or of the State in which its principal 
place of operation is e.stablished, and 

(/i) does vot hare as its primary cansumer credit fimction 
the nntklng or holdiiig of loam made to students unde?' this 
part; 

(B) a pcn.sion fund as defined in the Employees Retirement 
! nromr Scraritg Art; 

(C) an insurance company u^hirh is subject to exaviiiwiion and 
super ri.yon by an agcm y of the United States or a State; 

(/>) in any State, a single agency of the State or a single pri- 
vate, nonprofit agency designated by the State which has signed 
an agreement pursuant to section 433(a) ; 

(K) an eligihlr educational in.stitntion which meets the re- 
r/uiren*entH of paragraph {2) of this mbsection and which has 
sfgned an agreement pursuant to section. 4r3:](b) ; a?id 

(F) for purposes only of purcha/iing and holding loans made 
by other lendecs under this part, the Student Loan Marketing 
Axsoriation or an agency of any State functioning as a second- 
ary market, 

^ {2) To br an digihle lender under this part, an eligible educational 
ntntftution — 
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(A) inust cvxploy at least o-m' person whose fuU-time r^spomi- 
bflitics art' lijvifrff to the (tttmijustrution of prognJtn.s of p'nanchil 
<ud for students attending siwh in^ilt (ft/on : 

(B) must not be a home study school ; and 

((■) 7nU''<t inect athh'tiotutl criteria established by the Com- 
missianer. 

(h ) Tlie term ••lino of credit"* moans nu arrangonient or a^roomont 
woi'n tlio londor and tlio InnTuwer wlioreby a loan is paid out by 
tlio londor to tljo !>orro\viM- in annual installnuMits. or whereby the 
lender a<:rees to make, in addition to tlie initial loan, :idditional loans 
in sul)SiH|uent years. 

(/) The tenn- "f/u<' ft/Hgence" requires the utilization bif a lender^ 
in the seriricing and mlh rtion of loans In^^ured under this part^ the 
f/.s-e of eoUerfion practices at lea-'it as extensive and forceful as those 
generally in force a/nong financial inst/tutioihs for the collection 
of romutner loans. 

niSTOirr op COLUMniA STODENT I.OAX lK.SUlt\NCE FROOIt:\M 

Skc 4.'*(>. (ji) [ The Hoanl of Conmiissioupi s] The (rooeminent of 
ihe District of ( ohmibia is authorized (1) to establish a student loan 
insurance j)r()<rrani which meets the wjuirements of this part for a 
State loan insurance j)n)^ram in order to enter into ai^reeinonts with 
the Conuuissioner for the i)uri)oses of this title [and such Act], (2) 
to enter into ruch airreeincnts v. ith the ( "onnnissnonerj (3) to use 
amounts apj)n)i)riatt'd [to such Hoard] for the purposes of this section 
to e>stablish u fund for such purposes and for expenses in connection 
therewith, and (4) to accept and use. <lonations for the purposes of 
this section. 

(h) Notwithstanding the provisions of any applicable law, if the 
borrower, on any loan insui*ed under the pro<j^rani established pur- 
suant to this section, is a minor, any otherwise valid note or other writ- 
ten atrivenuMit ex<»cutcd by him for the purposes of such loan shall 
create a bindin<t obli/iration. 

(c) There are authorized to he aj)j)ropriated [to such Board] such 
amounts as may he lu^cessary for the purj)Oses of this section. 

KKIWVMr.S r HV THF. COMMISSIOXKU OI" U)AXS OK nKCE.\Sin> OR 

nisAiu.Kn nouuowKKs 

Skc. 4'>7. ( ) 1 f a student borrower who has received a loan described 
in chuise ( A ) . ( H) . or (C) of section 4-JS (a ) ( 1 ) dies or becomes per- 
manently and totally disabled (as determined in accordance with reg- 
ulations of t he Conuuissioner) . then the Conmiissioncr shall discharge 
the borrowci's liability On the loan by repaying the amount owed on 
the loan. 

[h) If a ntiidoit borroa^cr irlio luis' receirtul a loan described in 
clause (/I), (B). or [ C) of section. Jt28{a) {!) is rcliered of his obli- 
gatii/n in repay -such foan^ in whole or in part, through a (H.scharge 
in bankra ptcif. tin Com inissitha r shall refay the uiuoa'nt of the loan 

so fli.sch4/ Cf/CfL 
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tEUoiBiLrnr of ixsTnxrnoxs 

CSec. 4as. (a) Notwithstanding any other provision of this part, 
the Commissioner is authorized to prescribe such regulations as mav be 
necessary* to provide for — 

C(l) a fiscal audit of an eligible institution with regra'vl to iuiv 
funds obtained from a student who has received a loar insured 
under this part, or insured by a State or nonprofit pii /ciU b\:^hu- 
tion or organization with which the Commifsroni-r * '.:>it»^ 
ment under section 42S (b) ; 

C(2) the establishment of reasonable standard.^ oi t?- a.v i:.! re- 
sponsibility and appropriate institutional 

ministration by an eligible institution of a progr^ ^ ; . jdcnt 
financial aid with respect to funds obtained from a s^^5^^>ut r,*ho 
has received a loan insured under this part^ or insii^-ec hv Jirate 
or nonprofit private institution or organization \v:ik fhe 
commissioner has an agreement under section 428 (b) : 

[(3) the limitation, suspension, or termination ot the ^jsl-gil irty 
under this part of any otherwise eligible institration, v liere er 
the Commissioner has determined, after notice and atio' ti v 
opportunity for hearing, that such institution has ' lolnved or 
failed to carn^ out any regulation prescrilied under i;art. 
t(b) The Commissioner shall publish a list of State agt-ii w^.^ch 
he dotormines to bo reliable authority as to the quality of public post- 
secondary vocational education in their respective States for the pur- 
po.se of determining eligibility for all Federal student assistance 
programs. J 

SPECIAL ALLOWAyCF 

Sfc. Jf38. (a) (7) To assure that the limitations on interest or other 
ronf/ftio7is {or both) applieahle under this paH to student loans eligi- 
ble for imurmire under a State or nonproft private insurance program 
corcred hy an agreement under section 4^8 (b) or by the Commissioner^ 
considered in light of the then em-rent economic conditions and in 
partfcular the relevant money mai^ket, do not impede or threaten to 
impede the carrying otit of the purposes of this part or do not cawe the 
return to holders of loans to be less than equitable, the Secretary/ shall 
pay to the holders of surh loans a special alloicanc^ determ^ined in ac- 
cordance tnth para graph (S). 

(2) The special allowance shJl be paid for each of the three-month 
periods ending March SI, June 30, September 30. and December 31 of 
eiery year and the imount of such allowance paid to any holder with 
respect to any three-month period shall be a percentage of the unpaid 
balance of disbursed principal {not including unearned interest added 
to principal) of all eligible loa^s held by such holder during such 
pei^od. 

(3) (A) Suhje<^t to subparagraphs (B) and (O) and paragraph (5), 
the special all ouance paid pursuant to this subsection shall be com- 
puted (?) by dcfei-mivJng the average of the bond equivalent rates 
of the^mnety^one-day Trens^iry bills auctioned for such three-m^th 
per;od (n) by substra^ting 3S per centum, from^ such average, and 
(vi) l)y roundmg the residtant per centum upward to the nearest one- 
eighth of 1 per centum. 
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{B) Except as provided in pcaragrapiK (5), if the special dHowcmce 
computed oGcording to mbparagraph (A) would (i) cause the special 
dttowance for arty twelve-month period to exceed 5 per centum^ tKe spe- 
cial {dlowance rate to be paid for such period shod he reduced to the 
highest one-eighth of 1 per centum rate interval which would not 
cause such excess^ or (n) cause such allowance for such period to faU 
short of 1 per centum, such cdtowaruse rate shcdl he increased to the 
lowest one-eighth of 1 per centum interval which would not cause 
such shortage, 

(4) Subject to paragraph (5) , tJie special allowance determined for 
any such three-rrumth period shall he payable at such time^ after the 
close of such period^ as may he specified by or pursuant to regulations 
promulgated under this section. The holder of a loan with respect to 
which any such allowance is to he paid shall he deemed to have a con- 
tractual rights as against the United States^ to receive such dOwance 
from the Oonmissioner, 

{5) {A) If payment of the special allowance payable under this 
section or of interest paj/ments under section J^{a) with respect to a 
loan have riot been made within thirty days after the Commissioner 
has rBceized an accurate, timely, and complete request for payment 
thereof^ the special (dlcwance payable to such holder shell be increased 
by an amount equal to^the daily interest accruing on the special allow- 
ance and interest benefits payments due the holder, 

(B) Such daHy interest shall be computed at the daily equivcdent 
rate of the special allowance rate computed pursuant to paragraph 
(-5) plus 7 per centum and shall he paid for the later of {i) the thirty^ 
first day after tJie receipt of such request for payment from the holder, 
or (u) the thirty-first day after the final day of the period or periods 
covered by such request^ and shall he paid for each succeeding day 
until, and including, the date of payment, 

(C) For purposes of reporting to the Congress the amounts of spe- 
cial allowances paid under this section, amounts^ of special aUowamces 
paid pursuant to this subparagraph shall he segregated and reported 
separately, 

{€) As used in this section^ the term ^^eJigihle loan^ means a loan 
which ift insured under this part^ or made under a program covered 
by an aqreeinent under section i£8{h ) of this Act. 

(6) The Commissioner shall pay the holder of an eligible loan, at 
such t!me or times as are specified in regulations^ a special allowance 
prescribed pursuant to subsection (a), subject to the condition that 
such holder shall submit to the Commissioner^ at such time or times 
and in sv^h manner as he may deem proper^ such information as may 
be required by regulation for the purpose of enabling thjf Secretary 
and the Com/missioner to carry out their functions under this section 
and to carry out the purposes of this section, 

(c) The Secretary shall anrypt or amend appropriate regulations 
pertaining to programs carried on. under this part to prevent^ where 
projctimble^ any pracHces w^ich finds have deniet loans to a sub- 
jffantial number of HtudentH. Regulatfons is.vted under section 2(a) 
(6) (B) (ii) of the Emergency Insured Student Loan Act of 1069 shall 
remain in effect until superseded or amended under this subsection. 

(d) There are authorized to he appropriated swh sums as may be 
necessary for special allowances authorised hy this section* 
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STUDENT LOAS MAfiKmNQ ASSOCIATION 

Sec. 439. (a) The Congress hereby declared diat it is the purpose 
of this section (7) to establish a (iuvenmient-spoiisored private cor- 
poration which will be Unaiiced by private capital and which will 
serve as a secondary- market and warehousing facility for insured 
student loans, insured by the Conmiissioncr under tliis part or by a 
btate or nonprolit private institution or organization with which the 
Couuuissiouer bus un agi*eement under section 428(b), and which will 
provide liquidity for student loan invcstments£.3; avd {2) in order to 
jacuitatc secured trutosactu>m involving imuttd studeiU loams^ to pro- 
vide for perfection of aeciuity irUcrasts in. ijusurcd student loans either 
through the taking of possession or by notice filing. 

(b) (1) There is hereby created a body corporate to be known as 
the student Loan Marketing ^Vssociation (hereinafter referred to 
OjS the -Association''). The Association shall liave succession until 
dissolved. It shall maintain its principal oUJce in the District of 
Coluiiibiu ana shall be deemed, for purposes of venue and /urisdic- 
tion m civil actions- to be a resident thereof. Oflices may be established 
by the Association m such other place or places as it may deem neces- 
sary or appropriate for the conduct of its business. 

(2) The Arv^^)ciation, including its trancliiise, capital, reserves, sur- 
plus, niortgiiges, or otlier security holdings, and income sliall be 
exeiiipt troui all taxation now or heit!after nnposed by any iState, 
territory, possc.^sion. Commonwealth, or dependency of the United 
.states, or by the Distru-t of Columbia, or by any county, municipality, 
or hxal tiixing authority, except that any real property of the Asso- 
ciation sliall U subject to btate, territorial, county, mumcipal, or local 
taxation to tlie i^ame extent according to its value'as other real prop- 
erty is taxed. 

4^ Vx^^t f ^^^^^^y authorized to be appropriated to the Secretary 
ot irleaJtli, I:.ducation, and Welfare $5,W0,UUU for making advances 
for the purpose of helping to establish the Ass()ciation. iSuch advances 
sliall bo repaid within such period as the tiecretary may deem to be 
appropriate in light of the maturity and solvency of the Association, 
buch advances shall bear interest at a rate not Jess than (A) a rate 
deteniuned by the Secretary of the Treasury taking into consideration 
tJh^. curront average market yield on outstanding marketable obliga- 
tions of the United States with, remaining period to maturity com- 
parable to the maturity of such advances, adjusted to the nearest 
one-eighth of 1 per centum, plus (B) an allowance adequate in the 
judgment of the Secretary to cover administrative costs and probable 
losses. Repayments of such advances shall be deposited into miscel- 
laneous iweipts of the Treasury. 

(c) (1) The Association shall have a Board of Directors which shall 
consist of twenty ^one persons, one of whom shall be designated Chair- 
man by the President. 

(2) An interim Board of Directors shall be appointed by the Pres- 
ident, one of whom he shall designate as interim Chairman. The 
interhn Board shall consist of twenty-one members, seven of whom 
shall be representative of banks or other financial institutions which 
are insured lenders pursuant to this section, seven of whom shall be 
representative of educational institutions, and seven of whom shall be 
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repramta^ve of the general poUic. The interim Board shall arrange 
for an initial offering of ccxnmon and preferred stocks and take what- 
ever other actions are necessary to proceed with the operations of the 
Association. 

(3) When in the judgment of the President, sufficient common 
stock of the Association lias been purchased by educational institu- 
tions and banks or other financial institutions, the holders of ccnxmicHi 
stock which are educational institutions shall elect seven members of 
the Board of Directors and the holders of common stock which are 
banks or other financial institutions shall elect seven members of the 
Board of Directors- The President shall appoint the remaining seven 
directors, who shall be representative of the general public. 

(4) At the time the ;3vent8 described in paragraph (3) have 
occurred, the interim Board shall turn over the affairs of the Associa- 
tion to the regular Board so chosen or appointed. 

(5) The directors appointed by the President shall serve at the 
pleasure of the President and until their successors have been 
appointed and have qualified. The remaining directors shall each be 
elected for a term ending on the date of tho next annual meeting of 
the common stockholders of the Association, and shall serve until their 
successors have been elected and have qualified. Any appointive seat 
on the B|oard which becomes vacant ^lall be filled by appointment of 
the Presidwt. Any elective seat on the Board which becomes vacant 
after the annual election of the directors shall be filled by the Board, 
but only for the unexpired portion of the term. 

(6) The Board of Directors shall meet at the call of its Chairman, but 
at least semiannually. The Board slmll determine the general policies 
which shall govern the operations of tiie Association* The Chairman 
of the Board shal)^ with the approval of the Board, select, appoint, 
and compensate qualified persons to fill the offices as may be provided 
for in the bylaws, with such executive functions, powers, and duties as 
may be prescribed by the bylaws or by the Board of Directors, and 
such persons shall be the executive officers of the Association and shall 
discharge all such executive functions, powers, and duties. 

(d) (1) The Association is authorized, subject to the provisions of 
this section, pursuant to commitments or otherwise, to make advances 
on the security of, purchase, service, sell, or otherwise deal in, at prices 
and on terms and conditions determined by the Association, student 
loans which are insured by the Commission under this part or by a 
State or nonprofit private institution or organization with which the 
Commissioner has an agreement under section 428(b). 

(2) Any warehousing advance made under paragraph (1) of this 
subsection shall not exceed 80 per centum of tne face amount on an 
insured loan. The proceeds from any iuch advance shall be invested in 
additional insured student loans. 

(S) Notwithstanding the provisions of any State lauo to the con- 
trary, including the Umform Commercial Code as in effect in any 
State, a security interest in insured student loans created on behalf 
of the Association or any eligible lender as defined in section 436(a) 
may be perfected either through the taking of possession of such loans 
or ay the filing of notice of such security interest in such loans in tlu^ 
maamer provided by said State ^-aw for perfection of iieGuxit.y interests 
in accawnts. 
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(e) The Association, pursuant ♦x) such criteria as the Board of Di- 
rectors ;aay prescribe, shall make advances on security or purcnase 
studen'. loans pursuant to subsection (d) only after the Association 
is assu -ed that the lender (A) does not discriminate by pattern or prac- 
tice against any particular class or category of students by requiring 
that, as a condition to the receipt of a loan, the student or his family 
maintain a business relationsliip with the lender, except that this 
clause shall not apply in the case of a loan made by a credit union, 
savings and loan astjociation, mutual savings bank, institution of 
liigher education, or any other lender vdth less than $50,000,000 in de- 
posits and (B; does not discriminate on the basis of race, sex, color, 
creed, or national origin. , i • 

(f ) (1) The Association siiail have common stock having a par value 
of $100 per share which may be issued only to lenders under this part, 
pertaining to guaranteed student loans, who are qualified as insured 
lenders under this part or who are eligible institutions as defined in 
section 435(a) (other than an institution outside the United States). 

(2) Each share of common stock shall be entitled to one vote with 
rights of cumulative voting at all ele-ctions of directors. Voting shall 
be by classes as described in subsection (c) (3) . 

{'S) The common stock of the Association sliall be transferable only 
as may be prescribed by regulations of the Secretary of Health, Edu- 
cation, and Welfare, rnd, as to the Association, only on the books of 
the Association. The Secretary of Health, Education, and Welfare 
shall prescribe the maximum number of shares of common stock the 
Association may issue and have outstanding at any one time. 

(4) To the extent that net income is earned and realized, subject to 
subsection (g) (2), dividends may be declared on common stock by 
the Board of Directors. Such dividends as may be declared by the 
Board shall be paid to the holders of outstanding shares of common 
stock, except that no sucli dividends shall be payable with respect to 
any share which has been called for redemption past the etfective 
date of such call. 

(g) (1) The Association is authorized, with the approval of the 
Secretary of Health, Education, and Welfare, to issue nonvoting pre- 
ferred stock with a par value of $100 per share. Any preferred sliare 
issued shall be freely transferable, except that, as to the Association, 
it shall be transferred only on the books of the Association. 

(2) The holders of the preferred shares shall be entitled to such 
rate of cumulative dividends and such shares shall be subject to such 
redemption or other conversion provisions as may be provided for at 
the time of issuance. No dividends shall be payable on any share of 
common stock at any time when any dividend is due on any share of 
preferred stock and has not been paid. 

(3) In the event of any liquidation, dissolution, or winding up of 
the Association's business, the holders of the preferred shares shall 
be paid in full at par value thereof, plus all accrued dividends, before 
the holders of the common shares receive any payment. 

(h) (1) The Association is authorized with the approval of the 
Secretary of Health, Education, and Welfare and the Secretary of 
the Treasury to issue and have outstanding obligations having such 
maturities and bearing such rate or rates of interest as may be deter- 
mined by the Association. Such obligations may be redeemable at the 
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option of the Association before maturity in such manner as may be 
stipulated therein. ^ . , 

(2) The Secretary of Health, Education, and Welfare is authorized, 
prior to July 1, 1982, to guarantee payment when due of principal and 
mterest on obligations issued by the Association in an aggregate 
amount determined by the Secretary in consultation with the Secre- 
tary of the Treasury. , XfT T 

(3) To enable the Secretary of Health, Education, and Weitare to 
discharge his responsibilities under guarantees issued by him, he is 
authorized to issue to the Secretary of the Treasury notes or other ob- 
ligations in such forms and denominations, bearing such maturities, 
and subject to such terms and conditions, as may be prescribed by the 
Secretary of Health, Education, and Welfare with the approval of 
the Secretary of the Treasury. Such notes or other obligations shall 
bear interest at a rate determined by the Secretary of the Treasury, 
taking into consideration the current average market yield on out- 
standing marketable obligations of the United States of comparable 
maturities during the months preceding the issuance of the notes or 
other obligations. The Secretary of the Treasury is authorized and 
directed to purchase any notes and other obligations issued hereunder 
and for that purpose he is authorized to use as a public debt transac- 
tion the proceeds from the sale of any securities issued under the Sec- 
ond Liberty Bond Act, as amended, and the purposes for which se- 
curities may be issued under that Act, as amended, arc extended to 
include any purchase of such notes and obligations. The Secretary of 
the Treasury may at any time sell any of the notes or other obligations 
acquired by him under this subse<;tion. All redemptions, purchas^, 
and sales by the Secretary of the Treasury of such notes or other obli- 
gations shall be treated as public debt transactions of the United 
Statef?, There is authorized to be appropriated to the Secretary of 
Health, Education, and Welfare siich sums as may be necessary to pay 
the principal and interest on the notes or obligations issued by him 
to ♦^he Secretary of the Treasury. 

( i) The Association shall have power— 

(1) to sue and be sued, complain p;id defend, in its corporate 
name and throujcfh its own counsel ; 

(2) to adopt, niter, and use the corporate seal, which shall be 
judicially noticed ; 

(3) to adopt, amend, and repeal by its Board of Directors, 
bvlaws, rules, and reinilations ns mav I'o nerpspnry for the con- 

(4) to conduct its business, carry on its operations, and have 
officers and exercise the power granted by this section in any 
Stfrte without regard to any qualification or similar statute in 
any State: 

(5) to lease, purchase, or otherwise acquire, own, hold, im- 
prove, ii.se, or otherwise deal in and with any property, real, 
personal, or mixed, or anv interest therein, wherever situated; 

(6) to accept irifts or donations of services, or of property, real, 
personal, or mixed, tnpinrible or intangible, in aid of any of the 
purposes of the Association : 

(7) to sell, convey, mortfiracre, nledcre, lease, excharge, and 
otherwise dispose of its property and assets ; 
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(8) to appoint sudi officers, attorneys, employees, and agents 
as may be reqmred, to determine their qualifications, to define 
their duties^ to fix their salaries, require bonds for them and fix 
the penalty thereof ; and 

^ (9)^ to enter into contracts, to execute instruments, to incur 
liabilities, and to do all things as are necessary or incidental to 
the proper management of its affairs and the proper conduct of 
its business, 

(j ) The accounts of the Association shall be audited lamuallv. Such 
audits shall be conducted in accordance with generally acceptea audit- 
ing standards by independent certified public accountants or by in- 
dependent licensed public accountants, licensed on or before Dwem- 
ber 31, 1970, who are certified or licensed by a regulatory authority of 
a State or other political subdivision of the United States, except that 
independent public accountants licensed to practice by such regulatory 
authority after December 31, 1970, and persons who, althou^ not so 
certified or licensed, meet, in the opinion of the Secretary, standards 
of education and experience representative of the higheet standards 
prescribed by the licensing authorities of the several States which 
provide for the continuinglicensing of public accountants and which 
are prescribed by the Secretary in appropriate regulations may per- 
form such audits until December 31, 1975, A report of eadi such audit 
shall be furnished to the Secretary of the Treasury, The audit shall 
be conducted at the place or places where the accounts are normally 
kept. The representatives, of the Secretary shall have access to all 
books* accounts, financial records, reports, files, and all other papers, 
things, or property belonging to or in use by the Association and neces- 
sary to facilitate the audit, and they shall be afforded full facilities for 
verifying transactions with the balances or securities held by deposi- 
taries, fiscal agents, and custodians. 

(k) A report of each such audit for a fiscal year shall be made by 
the Secretary of the Treasurv to the President and to the Congress 
not later than six months folfowing the close of such fiscal yean The 
report shall set forth the scope of the audit and shall include a 
statement (showing intercorporate relations) of assets and liabilities, 
ca pital and surplus or deficit ; a statement of surplus or deficit analysis ; 
a statement of income and expense ; a statement of sources and applica- 
tion of funds; and such comments and information as may be acemed 
necessary to keep the President and the CJongress informed of the 
operations and financial condition of the Association,- together with 
such recommendations with respect thereto as the Secretary may deem 
advisable, including n report of any impairment of capital or lack of 
sufficient capital noted in the audit A copy of each report shall be 
furnished to the Secretary of Health, Education, and Welfare and to 
the Association. 

(1) All obligations issued bv the Association shall be lawful in- 
vestments, and may be acx^pted as security for all fiduciary, truat, and 
public funds, the investment or deposit of which shall be under au- 
thority or control of the United States or of any officer or <^oer8 
thereof. All stock and obligations issued by the A^ociation pursuant 
to this section shall be deemed to be exempt securities within the 
meaning of laws administered by the Securities and Exchange Com- 
mission, to the same extent as securities which are direct obligations of. 
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or obligations guaranteed as to principal or iiiterest by, the TTnited 
States. The Associatira shall, for the purposes of section 14(b) (2) 
of the Federal Reserve Act, be deemed to be an agency of the United 

States. , ^ t. 4 • • 

(m) Ip order to furnish obligations for deUv^ry by the Associafaon, 

the Secretary of the Trej^siiry is authorized to prepare such obligations 
in such form as the Board of Directors may approve, such obligations 
when prepared to be held in the Treasury subject to delivery iroon 
order by ttie Association. The engraved plates, dies, bed pieces, and so 
forth, executed in connection therewith shall remain in the custody of 
the Secretary of the Treasury. The Association shall reimburse the 
Secretary of the Treas;iry for any expenditures made in the prepara- 
tion, custody, and delivery of such obligations. 

(n) The Association shall, as soon as practicable after the end of 
each fiscal year, transmit to the President and the Congress a report 
of its operations and activities during such ycur. 

FIVS'Y£AH HOyvl&CHARGEABlLlTY OF CERTAIN LOAN DEBTS 

Sec. (a) A debt v>kich is a loan insured or guaranteed vjnder 

the aiuthority of this part may he released hy a discharge in hank- 
ruptcy voider the Bankruptcy Act only if such discharge is gra^vted 
after the five-year period (exclusive of any applicable suspension of 
the repayment period) beginning on the date of commencement of 
the repayment period of such loan, except that prior to the expiratum 
of thct five-year period, such loan may he released only if its naymctU 
from future income or ether wealth will not impose an undue hardshtp 
on the dehtor or his dependerits, 

(6) Suosection (a) of this section shall he effective t^ih respect 
to any proceedings hegun under the Bankruptcy Act thirty days after 
the date of enactment of this section. 

Emergency Instjtied Student Loan Act or 1969 

AN ACT To authorize special aUowances for lenders with re^)ect to insured 
student loans under title IV-B <>f the Higher Education Act of 1905 when neoes- 
sary in the light of economic conditions in order to assure that students will 
have reasonable access to such loans for financing their education, and to In- 
crease the authorizations for certain other student assistance programs 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled. That this Act may 
be cited as the "Emergency Insured Student Loan Act of 1969". 

INCENTIVE PAYSfENTS ON INSURED STUDENT LOANS 

Sec. 2. (a) (1) Whenever the Secretary of Health, Education, and 
Welfare determines that the limitations on interest or other condi- 
tions (or both) applicable under part B of title IV of the Higher 
Education Act of 1965 (Public Law 89-329) to student loans eligible 
for insurance by the ConiniissiLncr of Education or under a State or 
nonprofit private insurance pron:ram covered by an a^eement under 
section 428(b) of such Act, considered in the light of the then current 
economic conditions and in particular the relbntnt money market, 
are impending or threatening to impede the carrying out of the pur- 



68 



poses of such part B and have caused the return to holders of such 
loans to 'be less than equitable, he is hereb}^ autliorized, by regulation 
applicable to a three-month period specified therein, to prescribe 
(after consultation with the Secretary of the Treasury and the heads 
of other appropriate agencies) a special allowance to bo paid by the 
Commissioner of Education to each holder of an eligible loan or loans. 
The amount of Bu<;h allowance to any holder with respect to such 
period shall be a percentage, specified in such regulation of the aver- 
age unpaid balance of disbursed /incipal (not including interest 
. added to principal) of all eligible loans held by such holder during 
such period, which balance shall be computed in a manner specified 
in such regulation; hut no such percentage shall be set at a rate in 
excess of 3 per centum per annum, 

(2) A determination pursuant to paragraph (1) may be made by 
the Secretary of Health, Education, and Welfai^, a national, re- 
gional, or other approprial;e basis nnd the regulations based thereon 
may, accordinglv, set differing allowance rates for different regions or 
other areas or classifications of lenders, within the limit of the maxi- 
mum rate set forth in paragraph (1 ) . 

(3) For each three-month period with respect, to which the Secre- 
tary of Health, Education, and Welfare prescribes a special allow- 
ance, the determination required by paragraph (1) shall be made, and 
the percentage rate applicable thereto ^hall be set, by promulpation 
of a new regulation or by amendment to a regulation applicable tx;- 
prior period or periods. 

(4) The special allowance established for any such thr?-. r;; o»r-th 
period shall be payable at such time, after the close of such p <od, as* 
may he specified by or pursuant to regulations promulgated under this 
Act. The holder of a loan with respect to which any such allowance is 
to be paid shall be deemed to have a contractual right, as against the 
United States, to receive such allowance from the Commissioner, 

(5) Each regulation or amendment, prescribed under this Act, 
which establishes a special allowance with respect to a three-month 
period specified in the regulation or amendment shall, notwithstand- 
ing section 505 of the Higher Education Amendments of 1968, apply 
to the three-month period immediately preceding the period in which 
such regulation or amendment is published in the Federal Register, 
except that the first such regulation may be made effective as of 
August 1, 1969, and notwithstanding other provisions of this section 
requiring a three-month period, may be made effective for a period of 
less than three months. 

(6) (A) The Secretary of Health, Education, and Welfare shall 
determine, with respect to the student insured loan program as author- 
ized under part B of title IV of the Higher Education Act of 1965 and 
this Act, whether there are any practices of lending institutions which 
may result in discrimination against particular classes or categories of 
students, including the requirement that as a condition to the receipt 
of a loan the student or his family maintain a business relationship 
\v:ih the lender, the consequences of such requirement, and the prac- 
tice of refusing to make loans to students for their fresliman year of 
study, and also including any discrimination on the basis of sex, color, 
creed, or national origin. The Secretary shall make a report with 
respect to such determination, and his recommendations, to the Con- 
gress on or before March 1, 1970. 
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(B) If, after making such determination, the Secretary finds thst, in 
any area, a substantial number of eligible students are denied a lair 
opportunity to obtain an insured student loan because of practices of 
lending institutions in the area Avhich limit student participation, (i) 
he shall take such steps as may be appropriate, after consultation with 
the appropriate State guarantee agencies and the Advisory Council on 
Financial Aid to Students, relating to such practices and to encourage 
the development in such area of a plan to increase the availability of 
financial assistance opportunities for such students, and (ii) he shall, 
within sixty days after making such determination, adopt or amend 
appropriate regulations pertaining to the student insured loan pro- 
gram to prevent, where practicable, and practices which he finds have 
denied loans to a substantial number of students. 

(7) As used in this Act, the term "eligible loan" means a loan made 
on or after August 1, 1^60, and prior to [July 1, 19751 October 
/.977, which is insured under title IV-B of the Higher Education Act 
of 1965, or made under a program covered by an agreement under sec- 
tion 428 (b) of such Act 

(b) The Commissioner of Education shall pay the holder of an 
eligible loan, at such time or times as are specified in regulations, a 
special allowance prescribed pursuant to subsection (a) , subject to tiie 
condition that such holder shall submit to the Commissioner, at such 
time or times and in such manner as he may deem proper, such infor- 
mation as may be required by reflation for the purpose of enabling 
the Secrotary of Health, Education, and Welfare and the Commis- 
sioner to carry out their functions under this Act and to carry out the 
purposes of this Act. 

(c) (1) There are hereby authorized to be appropriated for special 
allowances as authorized by this section not to exceed $20,000,000 for 
the fiscal year ending June 30, 1970, $40,000,000 for the fiscal year 
ending June 30, 1971, and for succeeding fiscal years such sums as may 
be necevssary. 

(2) Sums available for expenditure pursuant to appropriations 
made for the .fiscal year ending June 30, 1969, under section 421(b) 
(other than clause (1) thereof) of the Higher Education Act of 1966 
snail be available for payment of special allowances under this Act. The 
authorization in paragraph (1) shall be reduced by the amount made 
available pursuant to this paragraph. 

V [Effective October 1, 1977, the Emergency Insured Student Loan 
Act of 1969 is repealed J 

[TEmbrgbnct Insured Student Loan Act of 1969 

CAN ACT To authorize special allowances for lenders with respe>:*t to insured 
student loans under title IV-B of the Higher Education Act of 1965 when neces- 
sary in the light of economic conditions in order to assure that students will 
have reasonable acce«»s to such loans for financing their education, and to in- 
crease the authorizations for certain other student assistance programs 

\Be it enacted hy the Senate and House of Representatives of the 
United States of America, in Congress assemhled^ That this Act may 
be cited as the '^Emergency Insured Student Loan Act of 1969", 
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CiNCBNTIVB PAYMENTS ON INStJBBD STUDENT LOANS 

[Sec. 2. (a) (1) Whenever the Secretary of Health, Education, and 
Wellare determines that the limitations on interest or other condi- 
tions (or both) applicable mider part 13 of title IV of the Higher 
Education Act of 1V^65 (Public Law to student loans eligible 

for insurance by the Coxmnissiouer of Education or under a State or 
uonproiit private insurance pi-ogram covered by an agx-eement under 
section 4:2tt(b) of such Act, considered in the liglit of tlie then cuii-ent 
economic conditions and ui particular the relevant money market, 
are impending or tlueateniiig to impede the currying out of the pui'- 
poses of such part Ji and have caused the return to holders of such 
loans to be less than equitable, he is hereby authorized, by regulation* 
applicable to a three-month period specified therein, to pxtscribe 
(atter consultation with the Secretary of tlie Treasury and the heads 
of other appropriate agencies) a special allowance to be paid by the 
Commissioner of Education to each holder of an eligible loan or loans. 
The amount of such allowance to any holder with respect to such 
period shall be a pei*centage, specified in such regulation, of the aver- 
age unpaid balance of dip^vui'sed principal (not including interest 
added to principal) of all eligible loans held by such holder during 
such period, which balance shall be computed in a manner specified 
in such regulation; but no such percentage shall be set at a rate in 
excess of 3 per centum per amium. 

[(2) A determination pursuant to paragraph (1) may be made by 
the Secretaiy of Health, Education, and Welfai^, on a national, re- 
gional, or other appropriate basis and the regulations based thereon 
may, accordingly, set ditfering allowance rates for different regions or 
other areas or classifications of lenders, within the limit of the maxi- 
mum rate set forth in paragraph (1 ) . 

[(3) For each three-month period with respect to which the Secre- ' 
tary of Health, Education, and Welfare prescribes a special allow- 
ance, the determination required by paragraph (1) shall be made, and 
the percentage rate applicable thereto shall be set, by promulgation 
of a new regulation or by amendment to a regulation applicable to a 
prior period or periods. 

[(4) The special allowance established for any such three-month 
period shall bo payable at such time, after the close of such period, as 
may be specified by or pursuant to regulations promulgated under this 
Act. The holder of a loan with respect to which aivy such allowance is 
to be paid shall be deemed to have a contractual right, as against the 
United States, to receive such allowance from the Commissioner. 

[(5) Each regulation or amendment, prescribed under this Act, 
which establishes a special allowance witli respect to a three-month 
period specified in the regulation or amendment shall, notwithstand- 
ing section 505 of the Higher Education Amendments of 1968, apply 
to the three-month period immediately preceding the period in which 
such regulation or amendment is published in the Federal Register, 
except that the first such regulation may be made effective as of 
August 1, 1969, and notwithstanding other provisions of this section 
requiring a three-month period, may be made effective for a period of 
less than three months. 
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[(6) (A) The Secretary of Health, Education, and Welfare shall 
detormine, with r^pect to the student Aisuj^d loan program as author- 
ized under part B of title IV of the Highe^r Ifiducatioii Act of IDCS and 
this Act, whether there are any practices of lending institutions Avhich 
may result in discrimination tvguinst paiticular classes oi* categories of 
students, including the requivoment that as a condition to the i*eceipt 
of a loan the student or his family maintain a business i-elationship 
with the lender, the consequences oi such i-equireiuent, and the prac- 
tice of refusing to make loans to students for their freshman year of 
study, and also including any discrimination on the basis of sex, color, 
creed, or national origin. The Secretary shall make a report with 
respect to such determination, and his recommendations, to thd Con- 
gress on or before March 1, 1970. 

t(B) If, after making such determination, the Secretary finds that, 
in any area, a substantial number of eligible students are denied a fair 
oppoitunity to obtain an insured student loan because of practices of 
lending institutions in tlie area which limit student participation, (i) 
he shall take such steps as may be appropriate, after consultation with 
the appropriate State guarantee agencies and the Advisory Council on 
Financial Aid to Students, relating to such practices and to encourage 
the development in such area of a plan to increase the availability of 
financial assistance opportunities for such students, and (ii) he shall, 
within sixty days after making such determination, adopt or amend 
appropriate i-egulations pertaiuiiig to the student insured loan pro- 
gram to prevent, where practicable, and practices which he finds have 
denied loans to a substantial number of students. 

[(7) As used in this Act, the term "eligible loan" means a loan mawie 
on or after August 1, 1969, and prior to October 1, 1977 which is in- 
sured under title IV-B of the Higher Education Act of 1965, or 
made under a progi'am covered by an agreement under section 428(b) 
of such Act. 

[(b) The Commissioner of Education shall pay the holder of an 
eligible loan, at such time or times as ai-e specified in regulations, a 
special alowanco prescribed pui*suant to subsection (a), subject to the 
condition that such holder shall submit to the Commissioner, at such 
time or times and in such manner as he may deem proper, such infor- 
mation as may be required by regulation for the purpose of enabling 
the Seci-etary of Health, Education, and Welfare and the Commis- 
sioner to carry out their functions under this Act and to carry out 
the purposes of this Act. 

[(c) (1) There aie hereby authorized to be appropriated for special 
allowances as authorized by this section not to exceed $20,000,000 for 
the fiscal year ending June 30, 1970, $40,000,000 for the fiscal year 
ending June 30, 1971, and for succeeding fiscal years such sums as may 
be necessary. 

[(2) Sums available for expenditure pursuant to appropriations 
made for the fiscal year ending June 30, 1969, under section 421(b) 
(other than clause (1) thereof) of the Higher Education Act of 1965 
shall be available for payment of special allowances under this Act. 
The authorization in paragraph (1) shall be i-educed by the amount, 
made available pui^uant to this paragraph.] 
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INDIVIDUAL VIEWS 



As tho principal sponsor of H.K 14070, and as Chairman of the 
Subcommittee in. which most of its provisions were developed, I hope 
I will be forgiven for expressing my general satisfaction at the shape 
the legislation has taken, and at the ability of the Committee to over- 
come substantial differences of opinion on the purpose of loan pro- 
grams, and tho desirable future shape of student financing. Members 
who began with varying views of the interests of students, of hig:h- 
priced, and low-priced institutions, of the Federal and State agencies 
mvolved, were alble to come, after some veiy tough negotiation, to the 
development of a piece of legislation which most of us can support 
with enthusiasm, and which, I believe, almost all of us will support 
even if our particular views on all provisions do not prevail in the 
long nm. ^ • • >_ 

I think it is particularly appropriate to mention the way in which 
a bipartisan eflbrt to solve the problems with the loan program was 
sustained throughout the consideration of this legislation. The minor- 
ity's chief spokesman on loan legislation, the gentleman from Illinois 
(MR. ERLENBORN), was more than merely fair— he went out of 
his way to be helpful in the development of H.R. 14070. 1 believe that 
students owe the gentleman and other Member of the Committee on 
both sides of the aisle a debt of gruiitude on this lefjislation. 

But nevertheless, I must express my deep disappomtment at one 
amendment to the bill. i_- i_ . 

I refer to the provisions of the proposed Sec. 439A, which bars 
students from access to the bankruptcy procedures under Title XI 
of the U.S. Code for a period of five years. The bankruptcy provisions 
of this bill is, in my opinion, a discriminatory remedy for a "scandal" 
which exists primarily in the imagination. 

The proponents of this amendment assert that a large and grow- 
ing number of students are cheating the government by utilizing a 
loophole in the law which enables them to simply, easily, and harm- 
lessly evade paying their debts. • j • 

Each of the components of that argument has to be examined in 
the cold light of fact. 

First. "A large and growing number of students. ' There have been 
nearly ei^ht milUmi loans made under this progi*nm involving about 
eight hiUion dollars. Of those, according to the Office of Educahon s 
own testimony before tho Judiciary Committee, there has been a total 
of 15,270 loans discharged in bankruptcy, involving a total of $20.9 
million dollars. In other words, two-tenths of one percent of the loans 
made have been discharired in bankruptcy, involvnig less than three- 
tenths of one percent of the dollars. 

Another statistic we are given by OE in its desire to secure the 
enactment of this amendment, is tliat "4% of tlie claims" stem from 
bankniptcy. But it is important to remember that claims only total 
something like 16% of the loans in repayment status. To reduce this 
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again to the "percent a^rcs" which the proponents of the amendment 
like to utilize, this moans that four percent of sixteen percent of the 
mature loans are discharged in bankruptcy. That totals up to six- 
tonths of ow percent of the mature loans. I don't mean to minimize the 
story of o<?oiioniic distress and pei-?onn] tragedy tha^ those figures 
suggest. Rut to assort that a prarticu nvoiving loss than one student 
borrower out of two iuuulrod is a "large and growing scandal" seems 
a little disproportionate. Rut, tho proponents of tli(?- amendment tell 
us. The number of bankrupts is growing bv leaps and bounds. One 
list that was presented to the Committee, after tlie amendment was 
adoi)ted, contained a list of truly large percentages of increase." For 
example, we are told, in the State of California, the percentage increasse 
in ban.^rnplnes fmm 1971 to 1072 was 38% ! It took the better part of 
a clay to find anyone in OE who woiild tell my office how many bank- 
niptcies that actually meant, hut the «38%" amou7ited to an additional 
total, in the largest state of the Union, of 80 bankruptcies— from 210 
to 290. In another state, Pennsylvania, the percentages were even 
higher. e were told that in FY 1072 then was a 225% increase from 
tho^ preceding year, in 1078 a 23.1% inrrease; in 1074 a 25% increase, 
and in 10m a 120% increa.se. Again, it took quite some time to unearth 
the absolutely figures behind these frightening percentages, but we 
now have tlieiu. In FY 1071, in Pennsylvania, with its large popula- 
tion, substantial number of students, and very lar^rc and sucrcssful 
state guarantiee program, tluM-e were four bankruptcies. The "225%'' 
mcrease in FY 1072 moved the total to 13. Three more bankruptcies 
emejired in tins large .state in 1073, nine more in 1974, and 30 more in 
isifo. to a total of 55 bankruptcies in that year! 

Tho second ininliration alleged to he "supported bv the statistical 
evidence brought before the Committee has been that this phenomenon 
IS particularly ])ronoun('ed among students. The facts are that it is 
not Students arc. indeed, going bankrupt in larger numbers than thev 
used to. So arc mllege president.^, garage owners. Federal and State 
eivil S(u-vants. the ownei-s of homes finanred hv govemment-gnaran- 
teed loans, nnd rroy other rlasis of horroirrrs m the soarty. Rank- 
iMiptry is a gi'owinir phenomenon. Student bankrnptrv is onl v■g,■o^ving 
nl n larfrcr porrpy)fitgr rale iiian other bankriiptcv berause it has onlv 
been in the past .sevorii] years that there have been anv .substantial 
ninnl^or of ed\ientio)in] loans mining into maturitv. 

1 do nof nrirnc with those who !)eli(»ve that hafikruptey is a ."rowing 
problem, and that tiiore are arirumenfs for tnkin.nr a long and thorono-h 
look at the entire T^anknmlry Sv\ in order to see if if .should be ehanffed 
as n \yhole. Tho rominitteo nn the Jndieiary i=; doino* exaetiv that, and 
1 believe we should look at tlie reeonimendations of that Committee 
with great rare. Rut neither thnt committee nor our own eommittee 
has b(»en presented with anv- facts or fiinires which would indicate 
lhat students are hehavin^r diffoivntlv than other tvi)es of eitizens with 
n^sDcct to hankruptry. 

Second. **eheatin.fr Hie Govei-nment bv ntH^zinir a loophole in the 

A dcfend(M-s of tliis or related nropo.sa1s to bar access 

to Chapter 11 forstuden* i>orrowers impiv that tlie students ure really 
defrnudintr tho. o-ovei-nment bv twistinir a speeial provision of law, ^ 
whieh works only to the benefit of .students, and that all this provision 
does is to treat students like everyone else. This is wholly erroneous, 
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and, indeed, the major flaw in the bankruptcy provision is not that it 
treats students like everyone else, but that it treats them differently. 
There is no special hankruptcy procedure under present law for stu- 
dent borrowers. They have exactly the same access to the Federal bank- 
ruptcy couils that everyone else has — including railroad executives, 
lawyers and truck drivers. Present law ^vcs students no advantage 
and confers upon them no disadvantage m facing up to bankruptcy. 
Bankruptcy is mentioned in this constitution, pi-ovided for by an 
entire title of the United States Code, and is a perfectly legal and 
legitimate procedure available to those* whose circumstances force it 
upon them. The proposal in this bill does not take away a special privi- 
lege from your childi-en, and the growing number of adults, who have 
entered into educational indebtedncvSs. On the contrary, it visits a 
special discrimination upon them. It t;\:ats them — this is not rhetoric, 
this is a precise and accurate reference to the actual proposal in the 
bill — it treats educational loans precisely as the law now treats loans 
incurred by fraud, felony, and alimony-aodging. No other legitinvately 
contrdcted consumer loan^ applied to a legitimate undertaking is sub- 
jected to the assumption of crimindlity which this provision applies to 
every educational loan. This part of H.E. 14070, whatever else it may 
be called, hardly deserves the name of ''student assistance." On the 
contrary, it is a direct, unmitigated, slap in the face of every single 
student borrower in the nation. Tt assumes that borrower's bad inten- 
tions, and deprives him of a right which every other citizen has avail- 
able to him if he needs it. 

Third. "Simply, easily and harmlessly evade the paying of their 
debts." The Sunday supplement stories would have us believe that 
students (and the other bankrupts those stories almost never mention) 
can go through bankruptcy without a serious second thought; that it 
is an easy process by which they can painlessly transfer thdir obliga- 
tions to the taxpayer. The fact is, of course, that bankruptcy is a 
serious step, that it involves the distribution of the bankrupt's assets 
and much of his income among his creditors, and that it is basically 
damaging to the credit and personal reputation of those forced to go 
through it. It can be entered into a last resoit ; it can, and sometimes 
is, entered into imprudently and without sufficient thought to its con- 
sequences, but it is not and has never been designed to be an "easy 
way out" for the bankrupt. Bankruptcy, for most of those who enter 
into it, carries its own deleterious consequences. 

The Committee has heard from a number of people who want this 
provision in the law, including the Administration, a few of the State 
Guarantee agencies, and a number of those lenders who only make 
educational loans (and whose zeal to make ever more of them seems 
a little inconsistent with their apparent view that students can't be 
trusted). These witnesses, whose knowledge and experience is wholly 
connned to th 3 field of student credit, argue that student bankruptcies 
are getting worse. And thej? are right. But the commercial bankers 
who testified before our Committee, and the Committee on the Judi- 
ciai^, and who have experience in the entire field of consumer credit, 
have testified that the provision is unnecessary and that students 
are not goincjinto bankruptcy more than other people. 

The Judiciary Committee," for example, heard the following from 
Walter W. Vaughan, of the American Banker's Association and Con- 
sumer Bankers Association Ta&k Forces on Bankruptcy. 



While there is substantial concern with the abnormally 
high delinquency and loss rate on student loans, it has yet 
to be demonstrated that the bankruptcy losses are out of the 
ordinary. While we reco^ize that the idea of a student re- 
ceiving a valuable education and then irresponsibly refusing 
to repav the loans which made this education possible is rep- 
rehensible, we are nonetheless opposed to this exception. 
This Section is contrary to the Bankruptcy Act policy of pro- 
viding the bankrupt with a fiesh start and we suspect that 
the damage done to the many "poor but honest debtors" will 
far exceed any possible benefit. We are not persuaded that 
the "hardship^' exception will be that meanin^l due to its 
vagueness. Secondly, this exception, in effect, gives the gov- 
ernment agencies (which are the guarantors of many student 
loans) and educational institutions privileged treatment that 
IS not warranted. If the social utility of what is exchanged for 
the debt is to be determinative of dischargeability then the 
question can be raised of whether it is proper to discharge 
medical bills, food bills, etc. This proposed change simply 
suggests that if sufficient political pressure can be generated, 
a special interest ^oup can obtain special treatment under the 
bankruptcy law. We believe that this Section runs counter to 
the general policy of limiting exceptions to discharge and 
grounds for objecting to discharge and should be eliminated. 
And Clive W. Bare, Bankruptcy Judjee for the Eastern District of 
Tennessee, testifying on behalf of the National Bankruptcy Confer- 
ence told the Judiciary Committee : 

The Conference disapproves this exception from the dis- 
charge of a bankrupt. There is no doubt but that the educa- 
tional loan program is in difficulty but from the information 
available to the Conference, it appears to be primarily the 
program itself and the manner in which it has been adminis- 
tered that is causing the difficulty and not that of bankruptcy 
abuses. Further, there is no conclusive data that the number 
of students petitioning for bankruptcy poses any threat to 
the continuance of the educational loan program. 

Hard data on the impact of bankruptcy on tht student loan 
program has been difficult to obtain. In a ^etter dated Novem- 
ber 10, 1975, the Assistant Commissio Legislation, 
Office of Education. Department of Health, Education and 
Welfare, "estimated" that $17 million have been paid on 
bankruptcy claims in the Guaranteed/Insured vStudent Loan 
Program for Fiscal Year 1969 through Fiscal Year 1975 in 
both the State and Federal programs. With over $7 billion 
loaned, bankruptcy losses do not appear to present any great 
threat to the program. Commissioner Bell stated that . . 
as a percentage of total loans or total df^faults, bankruptcies 
are a relatively small part '^f the problem." He indicated, 
however, that the increase in bankruptcies, in abi^olute num- 
bers, has been si;2rnificant. He further stated that student loan 
losf?es ''can be minimized through adequate management. 



77 



If the present problem is the result of abuses in the 
program itself, there seeiiis no valid mison to single out stu- 
dent borrowers for discriminatory discharge treatment under 
tlK\ Biinkruptev Act, 

In short, the bankers who provide most of the loans* and the men 
who consider bankruptcy petitions, and who are familiar with the 
administration of bankruptcy in all its raniilications, see no iustilica- 
tion for the special treatment — discriminatory treatment — which this 
provision visits upon educational borrowers. 

Treating students, all students? as though they were suspected frauds 
and felons is no substitute for improving the administration of the 
program. The default rate can and will be helped by the other pro- 
visions in the bill. The convenience of a few Federal ) iid State bureau- 
crats and the protection of a few educational lenders from the risks 
they have demanded the right to take, does not justify the gratuitous 
insult which Sec, 439A levels at every education borrower in the nation. 

The Committee on the Judiciary has asked that this Committee 
refrain from legislating in the field of bankruptcy, in which we have 
no expertise, and no jurisdiction, and on which we have heard no truly 
expeit testimony, I believe that Committee is right to so request. We 
cannot properly intrude upon the delicate and intricate field of bank- 
ruptcy law solely on the basis of self-serving demands by a few indi- 
viauals whose self-interest is served by pving the paper they hold a 
privileged status over the notes and bills owed to other peo.yie. To 
protect the debts owed to a college, or guaranteed by a State agency 
IS only to provide special privile/je for these few institutionis. Even 
if the student were— ;-and there is no evidence that he is — a worse 
credit risk than his neighbor, are we absolutely certair that we believe 
the college or bank who made him the loan is entitled to protection we 
do not accord to the grocery store, the tailor or the doctor to whom 
the same student may also owe money? 

Sec, 439A is a special disadvantage laid upon the student, and a 
special advantt^ge for the further protection of the educational lender — 
whose loans are already insured under this program. The t'jstimony 
before our Committee doesn't sho\y that either deserves it. 

James G. O'Hara. 
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ADDITIONAL VIEWS— ILE. 14070 



While we support many of the changes incorporated into H.R 
14070, including an amendment relating to student loan bankruptcies, 
we are very much opposed to two amendments adopted by the full 
Committee. 

The first of the adopted amendments which we oppose raises the 
Federal insurance rate for state agencies and private guarantors to 
100 percent from the current 80 percent rate. While we recognize the 
need for increasing the reinsurance rate for lenders with a good rec- 
ord of ftdministration, we are absolutely opposed to increasing it to 
100 percent for virtually everyon^.. It is our intention to offer an 
amendment to H.R. 14070 when reaches the floor to establish the 
reinsurance rate at. 100 percent if the default rate remains under 3 
percent. If the rate rises above 3 percent but is under 7 percent, the 
state would have to cov er 10 percentof any losses in excess of 3 percent. 
If the default rate exceeds 7 perosnt, the states would cover 20 percent 
of all losses over 7 percent. 

Beinsura/ifice rates 

We oppose the provision of the committee bill establishing the re- 
insurance rate at 100 percent for the following reasons : 

1. States have don© a better job in collecting defaulted loans be- 
cause they have a capital investment in making these collections. For 
each dollar not collected under law, the Fede::al government pays 80 
cents, the state 20 cents. States are a lot more anxious to collect when 
they have some of their own dollars involved. The bill permits the 
default rate to increase to the incredible rate of 7 percent before the 
reinsurance rate drops to 90 percent. 

2. The bill already includes many incentives for state agency par- 
ticipation — 

(a) Payment of a 1 percent administrative cost allowance. 

(b) Creation of a system of advance payments for defaults for 
existmg agencies. 

(c) Allocations for seed money for new state agencies. 

(d) Right to retain up to M percent of defaulted loan collec- 
tions to cov^r costs. 

With all of these incentives, why is it necessary to go to 100 percent 
reinsurance? ... 

3. One hundred pei-cent reinsurance will remove state legislative 
oversight of the program. Curi-ently, state agencies are accountable 
for their performance to the governor and state legislature since the 
agencies go to them for the state share of losses (20 percent). That 
oversight lias been a major factor in keeping agencies on their toes 
and making them responsive in a way has never been. Why re- 
move that extremely important element of accoiintability ? 

4. Since states now boar puit or the cost on defaults, establishing 7 
percent as the rate above which the, reinsurance rate drops does noth- 
ing more than legitimize a 7 percent rate at no cost to the state ! States 
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which now have a Iowpt rate would be able to shick off. New state 
agencies would unquestionably set 7 i>crcent as a goal for defaults 
rather than 0 percent. 

The amendment we favor by estahlisliin<r a 3 percent default rate 
for 100 percent reinsurance is a much better incentive for jrood state 
performance. Currently several states have a default rate of under 3 
percent. Only two stsites exceed 7 jiercent. By allowinjr 100 percent 
reinsurance up to a 7 percent, rate, at least 21 ??tates could increase their 
default rate entirely nt the expense of the Federal provernment. F!levcn 
HfafcH roifhl more fJun) rJouhJc fhrlr default rafc vtu/er the roynmittee 
hfJL We ur^re the support of the flof)r amendment to revise the reported 
bill. 

Level for tr\fereAf nnh-vdy 

The second anienflment which we oppose raises the income level for 
nn automatic interest subsidy from $1^.000 adjusted income to $20,000 
in FY 77 nnd $25,000 in FY 78, That one iM'ovision will inci-ease the 
rf)St of the i>rofrnHii hy about $253 million annually by lOSl. 

The increase is also so snbstantial that under the eonunittcc hill, 00 
l-)eirent of the families in this country will be able to qualify for sub- 
sidized loans, irardly a way to preserve scarce i*esources or to target 
Fcdenil dolhu-s on those most in need! 

It .should he ])OMitcd out that current law does permit loans to fami- 
lies with incomes nhove $15,000. Such families can obtain a subsidized 
loan if actual need can he J-Jroved. This provision does permit schools 
and lenders flexibility in dealing? with unusual circumstances and ex- 
l)enses for families nbove the antomntie subsidy level. 

In addition, the $15,000 ?[^\vo in current loans refers to an adjusted . 
amount. Actual ^rross income will actually be $20,000 or above before 
subsidy eligibility is terminated. Tnereasinff the limit to $25,000 as 
adopted will raise the actual <jjross income level above$30.000. As noted, 
that ficrure will increase the suhsid,y-eli<rihle population to 90 percent 
of all families. 

Families from any income level do obtain a partially subsidized loan 
without any needs test. The GSL prunrram provides loans of up to 
$2,500 i^er year to all under^rraduate stiidents with the student payin/r 
7 i^ereent interest while in school and the Feedral p:ovemment paying 
the interest above 7 percent— an amount tliat has often been in excess 
of 2 percent. Tn effort then, every familv already qualifies for a par- 
tially subsidized loan 1 The question is not whether a student can obtain 
a loan to nro to school: the question is simply one of what level of 
snbsidy should be provided. 

Bavl^rupfneR 

Finally, we point with pride to the adoption of an amendment in 
Couunittee to exempt student loans from bankrupteies for five years 
after a student leaves school. This. amendment should close a lar^re and 
often-abused loophole in current law. Bankrupteies involving; student 
loans increased by 50 percent last vear while all non-business bank- 
ruptcies increased at about i/, that'rate. This amendment will ensure 
that the bankruptcy laws are not misused. 

Albert H. QtirE. 
n \ \ Alphoxzo Bell. 

JOHX N. ERLEnBORX. 



DISSENTING VIEWS 

In addition to the objections to the Committee bill raised in the ad- 
ditional views, I take exception to the provisions of the reported bill 
which require that a student who wishes to obtain a loan from a college 
or university must first obtain a statement from a bank certifying that 
it will not xriake the loan in question. 

I feel that this is a foolish provision designed to harass students and 
to discourage colleges (and states or direct lenders) from providing 
loans. In many cases it is the college which is best able to provide that 
loan. The college usually knows more about the student, his family 
circumstances and financial need than a bank. Why should that type 
of loan be subjected to a different set of standards? In fact, why are 
we trying to discourage colleges from making loans and directing the 
business to the banks? ' i- i 

Although the reported bill is le$s onerous than the earlier amend- 
ment proposed in Committee, since it applies only to the first loan a 
student obtains, it is still an unnecessary burden to impose and one 
that will merely create more paperwork and confusion. 

Albert H.QuiE. 
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